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FOREWORD 


This book demonstrates that corporations vary as much in their social per- 
formance as they do in their economic performance. Without doubt, corpora- 
tions are essentially economic institutions with primary responsibility for 
maximizing the long-term welfare of their shareholders. This observation, 
however, does not conclude the debate over the appropriate social role of 
corporations; it merely inaugurates it. For there exist an infinite variety of 
ways in which corporations can go about making profits. They range from 
marketing products that are unsafe to discovering products that help prolong 
lives, from bribing officials in foreign governments to creating labor-inten- 
sive technologies appropriate for underdeveloped nations, from cooperating 
with trade unions to attempting to prevent their emergence, and from seek- 
ing to comply with government regulations to attempting to circumvent their 
enforcement. 

Just as the governments of the fifty states differ in their administrative 
competence, concern for the less fortunate, and degree of corruption, so do 
the nation’s large private governments — its corporations — ^vary in their treat- 
ment of their employees, relationship to surrounding communities, and con- 
cern for the environment. In short, corporate officials, like elected ones, are 
not uniformly corrupt or virtuous; business, like government, is not a mono- 
lith. On the contrary, executives have considerable discretion in how they 
conduct the enterprises they manage — at least as much as many governmental 
officials do. 

Corporations and Their Critics consists of twenty-three original essays; 
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twelve are by senior corporate managers, including nine chief executive 
officers. The business contributors are not representative of business thinking 
or corporate behavior. On the contrary, they were selected precisely because 
they were atypical. Thornton Bradshaw and I invited contributions from 
executives who, by virtue of either their own pronouncements or the conduct 
of their companies, had made a distinctive contribution in the field of corpo- 
rate social performance. We asked them to explain what they had done and 
why. By providing a forum for those firms whose executives had demon- 
strated creative efforts to reconcile economic imperatives with legitimate 
social expectations, we hope to encourage others in the business community 
to think more imaginatively about the potential social role of the corporation. 

Our list does not claim to be definitive. Several executives from whom we 
solicited contributions were unable to complete them, while there were other 
companies which surely deserved inclusion. We also confined our selections 
to the largest enterprises. Even more important, once one goes beyond the 
bottom line in evaluating corporate performance, subjective judgments in- 
variably intrude. The selections from the business community included in this 
volume reflect the personal views of the editors as to what constitutes the 
appropriate social role of the corporation. Those who share different biases 
would undoubtedly make different selections. 

The remaining eleven essays are by persons who either individually or 
through their organizations have been closely involved in scrutinizing the 
social performance of business in the 1970s. Although we did not receive 
essays from all those from whom we sought contributions, this volume does 
include a sampling of those whose perspeaives reflect many of the public’s 
principal concerns with the corporation. While this book is not organized as 
a dialogue, our aim in soliciting these essays was to help clarify the nature 
of public debate over corporate social performance. We asked the nonbusi- 
ness contributors to formulate, as explicidy as possible, what they actually 
expected of corporations in those areas in which they were knowledgeable 
and then to specify which firms had come closest to meeting their expecta- 
tions. 

CORPORATE SOCIAL 
PERFORMANCE 

The social performance of a large corporation comprises three dimensions: 
corporate philanthropy, corporate responsibility, and corporate policy. Cor- 
porate philanthropy includes charitable efforts undertaken by a firm that are 
not directly related to its normal business activities. Corporate responsibility 
refers to the way in which a corporation behaves while it is pursuing its goal 
of making profits. The final category, corporate policy, encompasses the 
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position of a firm on issues of public policy that affect both business and 
society as a whole. 

Corporations differ widely in the way in which they approach philanthro- 
py. On the average, they tend to give away approximately 1 percent of their 
pretax earnings. However, a small group of major companies, including 
those of two of our contributors, Dayton Hudson Corporation and Cummins 
Engine Company, regularly allocate the maximum deduction of 5 percent 
allowed by the tax laws. Most firms tend to administer their giving through 
professional staffs located at company headquarters. A few, however, most 
notably Levi Strauss & Co., have a more decentralized program involving 
employees throughout the firm in the allocation of funds to organizations and 
institutions wherever Levi Strauss maintains plants, including locations over- 
seas. Firms also vary in the amount of initiative they exercise. While most 
firms commonly write a large number of relatively small checks in response 
to requests from established institutions, others are more enterprising. They 
are willing to find new and somewhat controversial organizations and to 
solicit recipients actively in accordance with some overall plan or purpose. 
In a particularly innovative effort, one company. Control Data Corporation, 
has decided to take a portion of the funds that it would normally dispense 
through its foundation and use these moneys to subsidize the development 
of plants in inner-city areas. Aetna Life & Casualty, Levi Strauss, and Dayton 
Hudson are among companies that encourage their executives to play a more 
active role in civic affairs. 

Much of what has traditionally come under the heading of corporate social 
responsibility falls within our second category, corporate responsibility. The 
degree of responsibility with which a corporation conducts its business is 
defined by two parameters: ( 1) the minimum requirements for responsible 
social conduct are established By the law, largely through government regu- 
lations; and |2) the outer constraints on corporate responsibility are econom- 
ic. However well intentioned, a firm's managers or owners cannot be 
expected to conduct its business in a way that impairs its competitive econom- 
ic position. It is within the parameters of the law and the marketplace that 
firms conduct their business with varying degrees of responsibility. 

These constraints are neither ambiguous nor static. Thus, the more profita- 
ble a company or the more secure its market position, the more able are its 
managers to consider the impact of the company on the welfare of its various 
constituencies. From this perspective, profitability can be regarded as a neces- 
sary condition of responsible social performance. But it is by no means a 
sufficient one. Some firms have compiled records of outstanding economic 
performance while remaining remarkably insensitive to social concerns. On 
the other hand, while no company has ever shown a loss because of extensive 
social commitments, certainly compliance with government regulations has 
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adversely ajfFected the profits of many enterprises. Responsible social per- 
formance is thus neither identical with profitability nor incompatible with it, 
but it is significantly influenced by it. 

Nor is the law a rigid boundary; its application and interpretation vary 
over time. As government regulation has steadily increased, the boundaries 
of managerial discretion have progressively narrowed. Thus, while Levi 
Strauss’s decision in the 1950s to integrate its plants in the South represented 
an outstanding example of corporate responsibility, after 1965 providing 
equal opportunity for all employees was not responsible; it was simply obey- 
ing the law. This example could be multiplied many times. 

Moreover, firms vary considerably in how they cooperate with govern- 
ment regulatory requirements. At one end of the continuum, companies may 
view compliance with regulatory statutes and rules in strialy cost-benefit 
terms; they violate the law whenever the benefits of noncompliance appear 
to exceed the costs of compliance. These companies are likely to regard 
managers found guilty of disobeying government directives as fall guys 
whose only sin was getting caught rather than as individuals who violated the 
trust of both the company and the public. Examples of such corporations can 
be found by scanning the headlines of the 1970s. Other companies, however, 
while perhaps skeptical of the appropriateness of particular regulations, ac- 
cept the legitimacy of the government’s role to place restrictions on corpo- 
rate behavior. Regarding compliance with regulations as a challenge rather 
than an obstacle, they make their best efforts to formulate policies that 
conform to the public’s preferences as expressed by the political process. 

The companies whose activities are described in this volume fall into the 
latter category. E. I. du Pont de Nemours & Co.’s policies in the area of 
occupational health and safety, the programs of Aetna, Dow Chemical Com- 
pany, Control Data, and Levi Strauss in the area of equal employment oppor- 
tunity, and Dow Chemical’s and Cummins Engine’s policies in the area of 
environmental protection are examples of constructive efforts to employ 
management skills and corporate resources consistent with both the letter 
and spirit of the law. Still other companies have attempted to address pressing 
social problems on their own initiative even in the absence of regulatory 
requirements. The efforts of the Equitable Life Assurance Society of the 
United States and Control Data to encourage minority economic develop- 
ment are notable examples of this approach, as is the wide variety of corpo- 
rate programs to increase the hiring of the hard-core unemployed that the 
Committee for Economic Development has encouraged and publicized. In 
addition, Cummins Engine and Aetna have taken the initiative to develop 
policies designed to protect the privacy of their employees and consumers. 
In a similar spirit, Harvey Kapnick, formerly of Arthur Andersen & Co., has 
urged corporations to strengthen voluntarily the role of their boards, while 
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J. Wilson Newman of Dun & Bradstreet Companies describes how the 
accounting profession can more effectively help corporations monitor their 
social performance. 

The volume’s nonbusiness contributors provide additional illustrations of 
the diversity of corporate responses to social pressures and government 
regulations. Herbert E. Alexander, an expert on campaign financing, summa- 
rizes the variety of ways in which firms reaaed to pressures from fund raisers 
from Nixon’s reelection campaign, while Timothy Smith of the Interfaith 
Center on Corporate Responsibility describes which companies have at- 
tempted to consider the impact of their trade and investment decisions on 
the welfare of citizens in the less developed nations. Similarly, the extensive 
research of the Council on Economic Priorities and INFORM reveal consid- 
erable diversity of corporate performance in the areas of land development, 
occupational health and safety, environmental protection, and equal employ- 
ment. The syndicated columnist Milton Moskowitz offers a comparative anal- 
ysis of corporate behavior in the area of affirmative action and urban renewal, 
and Sandra L. Willett of the National Consumers League examines the con- 
dua of particular corporations in her organization’s area of expertise. Finally, 
Donald E. Schwartz of the Georgetown University Law Center and David 
W. Ewing of the Harvard Business iiewetr describe how corporations vary 
in their willingness to reform their governance structures and establish proce- 
dures that protect the civil liberties of their employees. 

The most controversial dimension of corporate social performance in- 
volves business-government relations. Mainstream corporate opinion has 
become highly critical of government regulation. It is blamed for promoting 
inflation, retarding technological innovation, reducing productivity, and in- 
creasing economic concentration. This perspective, however, is not shared 
by all corporate executives. There is recognition on the part of some mem- 
bers of the business community that regulations are attempting, however 
imperfectly, to address real social problems and that much of the pressure for 
increased regulation is in response to previous corporate abuses. Rather than 
automatically oppose any new regulation, those executives have instead 
sought to promote constructive alternatives. Accepting the goals of regula- 
tion, they then seek to draw upon their own experience to offer suggestions 
about how it can be made more effective. Still others have engaged in 
voluntary efforts to improve the quality of public debate about business- 
government relations. 

The role of Cummins Engine in shaping public policy in the areas of 
employee privacy and emission controls is particularly distinctive in this 
conneaion. Similarly, the Bank of America has committed itself to a volun- 
tary disclosure policy in an effort to improve public understanding of its 
activities. L. William Seidman of Phelps Dodge Corporation has advocated 
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that a similar policy be adopted by all corporations as a means of enhancing 
the ability of business to participate construaively in the political arena. In 
his essay Mark Green, the director of Congress Watch, lists firms that have 
lobbied in favor of legislation supported by the consumer movement, while 
Michael C. Jensen of NBC News contrasts the relationship of various corpo- 
rations with the press. 

CONCLUSION 

Implicit in our decision to invite chief executive officers to discuss particular 
dimensions of their firms’ social conduct is the assumption that these dimen- 
sions vary from category to category and from issue to issue. Thus, a corpora- 
tion which displays considerable initiative in integrating various social 
objectives into its economic activities may also have an uninspired program 
of philanthropy or automatically oppose all new regulatory proposals regard- 
less of their merits. 

But those who make decisions throughout a corporate institution do not 
operate in a vacuum. For many firms, their overall record of social perform- 
ance appears to be either significantly better or significantly worse than that 
of other firms with relatively similar economic characteristics. What might 
account for these overall differences? 

The single most important factor is the orientation of the individual or 
individuals who are at the apex of the corporate hierarchy. If any one general- 
ization emerges from these essays, it is the absolutely critical role that the 
corporation’s top leadership plays in establishing the social values of the 
instimtion. The popular notion that modem corporations are managed by 
anonymous and interchangeable bureaucrats is misinformed. Most obvious- 
ly, a significant number of corporations remain essentially family enterprises. 
That is, they are headed either by an entrepreneur or his or her descendant 
or by someone personally chosen by members of the family that controls the 
company. Many of these individuals have strongly held social conviaions, 
and they are in a position to have their convictions reflected in the way in 
which the company they manage conducts its business. It may not be coinci- 
dental that a disproportionate number of the corporations cited by students 
of business as having outstanding overall records of corporate social perform- 
ance tend to be dominated by a family or its representatives. 

However, even professional managers are far from alike. As these essays 
clearly reveal, a significant minority of the individuals who head the major 
economic insdmtions of the United States have developed a sophisticated 
perspective on the social role of the corporation, and their attitudes do have 
a measurable impaa on the policies and positions of the organizations they 
manage. We should not underestimate the impaa of particular executives on 
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the social and ethical values of a company, although we need to learn more 
about how this process works. 

Nonetheless, there are decided limits to what social efforts we can expect 
of business. The most important of these is the nature of our economic 
system: many of the most critical social problems confronting our economy 
are not subject to the discretion of senior management; they involve issues 
of government policy that are outside the control of any individual firm. Nor 
is it realistic to expea the business community to assume a leadership role 
in balancing social needs with economic imperatives on a national scale. For 
at least a century, the overwhelming majority of the business community has 
held political and social views located well on the right of the political 
spectrum. This has been true not only in the United States but in every other 
capitalist democracy, and there is no reason to assume that this pattern will 
change. Indeed, the nation’s current economic difficulties are likely to make 
most business executives even more conservative. The social reforms whose 
enactment have so dramatically improved the lot of the average American 
over the last 75 years mostly were adopted in spite of business lobbying, not 
because of it. Our nonbusiness contributors were included not to make this 
volume appear balanced, but because of our recognition that it has been 
outside pressures — by journalists, academics, trade unionists, and public- 
interest organizations — that have played an absolutely indispensable role in 
challenging corporate complacency. The corporate role is inherendy a con- 
servative one; if business is to perform as well as it can, it requires pressure 
from those outside it. 
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INTRODUCTION 


For many years, the business executive who made a profit, provided an 
acceptable place of work, paid a going wage, and obeyed the law was consid- 
ered to have done the job. Although standards varied from time to time, they 
were generally easily recognized. The executive who met or surpassed the 
standards was a success. One who did not meet the standards went out of 
business. 

The system was rather simple both in its operation and in the way people 
saw it working. The able business executive was a pillar of the community 
because business achievement was considered a high form of success, worthy 
in itself and crucial to social well-being. Smoke pouring from factory stacks 
was regarded as a symbol of prosperity. Americans brought up on the stories 
of Horatio Alger valued material success and were confident that free enter- 
prise was the high road to the good life, open to all, even *‘Nick the boot- 
black.*’ Of course, even in its heyday the image of the successful business 
executive engendered a certain amount of mistrust and suspicion. Most 
Americans disliked and feared concentrated power whether in government 
or in business; the strain of populism ran deep. And the power of business 
was exercised in ways only dimly perceived by most people. 
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CHANGING STATUS OF BUSINESS 

The status of business in American society has undergone a remarkable 
transformation in recent years. Standards governing business conduct are no 
longer pegged solely to the bottom line. Much more is expected, particularly 
of those who manage large corporations, but just what is not always clear. 
And as old certitudes have faded, latent mistrust has grown to the point at 
which lack of confidence in business’s motives has become the overwhelming 
popular response to the role of the large corporation in the United States. 

Faced by uncertainty and hostility on every hand, today’s large business 
enterprise is forced to confront deeply disturbing issues. Just what is expected 
of the management of large corporations? And if the expectations can be 
separated and defined, can the corporation hope to meet them? Is it a matter 
of an adjustment here and there that will leave the basic structure of the 
business enterprise intact and still get the job done in the time-honored 
sense? Or are basic changes in the corporation and its governance needed to 
produce an institution adaptable to changing social mores? And what part 
should government play in the restructuring of corporate goals and ways of 
attaining them? 

These questions are addressed in this book. They are not answered, of 
course, in an absolute sense. How can they be when we are still deep in the 
process of change? Yet the process itself must be better understood, and an 
attitude which permits business management to respond to some of the 
changes and lead in others must be formed. That in brief is our purpose. 
Through the eyes of our critics, we have tried to present a view of business 
that calls it to a broader scope of activity in contemporary life. Through the 
ideas of practitioners of the art of management, we examine some of the 
faltering steps by which some corporations are attempting to meet these new 
expectations. 

Make no mistake: the issues are important. It is a truism to say that 
institutions are born, grow, change, and die as they answer or fail to answer 
the needs of people. If people expect more from a corporation than an 
adequate return on investment and if the corporation does not deliver that 
“more,” then it will change or die. 

Many years ago, Paul T. Cherington, the first professor of marketing in 
the United States and probably in the world, wrote a book entided People *s 
Wants and How to Satisfy Them (1935). Nothing has changed except the 
definition of what a “want” is. What expanded wants and needs may be and 
how to meet them is what this book is about. 

To put the matter in perspective, it might be useful to attempt to place the 
corporation in the context of the large social changes taking place in the 
United States and to identify some of the demands that will be made of the 
corporation over the next few decades. Business managements are accus- 
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tomed to aiming at moving targets, but an understanding of the direction of 
social changes is crucial if corporations are to meet the demands of the future. 

Something of the fumre can be anticipated by examining facts of the past 
and present — demographic changes, patterns of household mobility, in- 
creased or decreased afHuence, the rise of the two-wage-earner family, the 
aging of the society — although the results of such speculation should be 
viewed skeptically. People have a way of changing their minds without 
notifying the chart gazers in advance, as in those Third World countries 
where birthrates have plummeted in defiance of all conventional forecasts. 

But of one thing we may be cenain: whatever form social change takes 
over the next few decades, whatever the trends in population, wealth, creativ- 
ity, etc., mrn out to be, the corporation will be strongly affected. So will all 
our institutions, since the heart of social philosophy is the relationship be- 
tween individuals and their instimtions. Not much has changed since Socra- 
tes talked under the plane trees in ancient Athens. 

EXPECTATIONS FOR THE FUTURE 

Well, then, what can we expect? Will the United States resume its vigorous 
economic growth? Can we count on the pie expanding rapidly enough to 
satisfy everyone: those who want a more nearly equal distribution and those 
who simply want more? 

Will the apparent shift to fiscal conservatism prove transitory or a definite 
break with the spending philosophy of the past 50 years? 

Will our untidy democratic process meet the challenges of a new age, 
through its contentious forums producing solutions to major problems such 
as energy, inflation, employment, transportation, health care, housing, and 
race relations? 

Will world tensions abate, permitting corporation managements a longer 
view of options in international business, a better feel for the future of the 
transnational corporation? 

Each reader will answer these questions in his or her own way, providing 
an individual view of the unfolding world in which corporations will operate. 
Our assumptions are pessimistic. 

In the United States we anticipate continuing strong inflationary pressures 
and slower economic growth with all the accompanying economic, social, 
and political tensions. The pie will not expand quickly enough to continue 
to ameliorate the pressures for changes in the distribution of wealth. 

Underlying this slower economic growth, we believe, will be a vastly 
increased real cost of basic energy and many raw materials and a continuing 
decline in worker productivity, though nothing is inevitable or invincible 
about these two factors. Both can be dealt with, given time and political will. 
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The shift to fiscal conservatism and the discipline of the marketplace will 
be, we feel, short-lived. As economic growth slows, inflation continues, and 
social tensions increase, pressure for renewed government intervention will 
become irresistible. The social programs of the 1930s, 1950s, and 1960s will 
not be revisited, but the 1980s will be characterized by their own attempt 
to satisfy the ever-rising expectations of the people. The emerging revolution 
in communications will add a new dimension to people*s wants and a new 
and powerful mechanism for immediate political feedback. 

Will we learn in the next decades how to cope with specific social problems 
in time to aven crises? Regrettably, we think not, although it's obviously 
better to live with crises and struggle than to weaken individual freedom in 
the search for orderly solutions. We seem fated to conduct our political 
discourse at the top of our lungs. 

Finally, we would anticipate a period of deep international uncertainty 
with continuing balance-of-payments problems, further tensions with the 
Soviet Union, intensified Third World social and economic distress, continu- 
ing anxiety about the Middle East, and uncertainty about the role of China. 

These assumptions, should they prove correct, mean that the corporations 
of the 1980s will operate in an environment of increased social tensions and 
steadily escalating possibilities for conflict. They also suggest that more and 
more people will look to the corporation as a visible, powerful institution to 
help resolve the tensions and avoid the conflicts. The corporation would then 
have several roles to play: 


1. THE ECONOMIC ROLE 

First and foremost, the corporation must be an effective economic institution 
or it can be nothing at all. Wherever else the future may take it, the corpora- 
tion must continue to respond to the marketplace, producing quality goods 
at the lowest possible cost, allocating resources efficiently, distributing its 
products, and earning an acceptable profit for its shareholders. This is merely 
a restatement of the classic definition of the corporation. 

It may be too obvious to dwell upon, but if there is no bottom line, then 
there is no opportunity to go beyond it. The creation of wealth is the founda- 
tion on which all else rests. 

The first and overriding role of corporate management is to meet people's 
needs with professional skill. But professionalism is not the whole of it, now 
or in the future. The corporation has other roles which we believe will be 
of growing importance in the days ahead. 
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2. INNOVATION 

The genius of business has always been its capacity to innovate. As business 
executives saw a need, they turned their minds and hands to the provision 
of new products or services that would fill it. (Henry J. Kaiser said that he 
saw problems as oppormnities '‘in work clothes.*’) Today, the need for 
innovation is larger than ever, but the supply seems smaller. As productivity 
lags, more innovation is needed. As raw materials become scarce, imagina> 
tion must give us substitutes. At a time when the United States appears to 
have lost its edge in global business competition, only innovation and entre- 
preneurship will restore it. 

But can the corporation innovate? We believe that it can and must. The 
fact is that innovation these days isn’t coming as often as before from primi- 
tive laboratories or backroom operations. It is coming increasingly from large 
corporations and other private and public institutions that have the money 
and human resources to conceive and incubate new ideas and convert them 
into products and services that are meaningful and beneficial for humanity. 

Agreed, there are forces within the corporation which blunt the edge of 
innovation: pockets of bureaucratized employees indistinguishable from 
their much-maligned counterparts in government offices; the unrelenting 
pressure to accomplish massive numbers of transactions in an orderly fashion; 
and the equally pressing need to protect oneself from mistakes, since the 
price of mistakes can be high and the reward for innovative change low. 

After all, corporations are organized to produce goods and services, not 
ideas. The management pecking order usually reflects one thing: the number 
of employees supervised. Even company laboratories, centers of corporate 
scientific creativity, are often organized as rigidly as the accounts payable 
department. 

And yet, faced by the growing realization that without innovation the 
corporation cannot survive, ways are being found to overcome conservatism 
and resistance and block the natural drift of the large institution into muscle-, 
bqpnd impotence,. For exampFe, many companies today are being organized' 
into relatively' autonomous profit centers to encourage the entrepreneurial j 
spirit. The objeaive is to push the responsibility for profit as far down in the 
corporation as possible. Innovation generally follows because without inno:?; ^ 
vation profits fade. 

Some companies facing new challenges acquire small companies with 
proven innovative results. Major oil companies, for instance, acquire small 
solar businesses, not for their earning assets, which are usually minuscule, but 
for their innovative capability. This can raise the problem of how to keep the 
innovative spirit alive and well in the newly acquired assets. How can innova- 
tors be rewarded? In their own small companies they take the risk and, if they 
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win, reap the reward (subject to sharing with the tax collector). What can a 
large company offer them? 

The corporation will be increasingly called upon to demonstrate that it can 
innovate in this and many other areas. Corporations will have to struggle to 
overcome their internal resistance to change in organizational matters, per- 
formance rewards, and the practice of risk taking itself. Their survival may 
depend on their success. 

3. SOCIAL EXPECTATIONS 

Up to this point we have dealt with the traditional roles of the corporation: 
innovating, providing products and services, making a profit. What are some 
of the new demands which will be placed on the corporation? A few exam- 
ples will help. 

People and Work 

In the 1950s an industrial psychologist said to me, “There are more stupid 
jobs than there are stupid people. “ He went on to describe a consulting 
assignment that he had recently completed. He had been called in to look 
at a plant situation in which worker dissatisfaaion was high, absenteeism 
high, and output low. The consultant observed the work process and stated 
to the plant manager, “Your problem is easy. Any moron could do this 
work.“ The plant manager disagreed. The consultant persisted, brought in 
a group of patients from a nearby mental institution, and proved his point. 
His “morons*’ were happy and never left the job until the whistle blew; 
productivity increased markedly. The solution in this case was redesign of the 
job itself to provide more variety and challenge to normal workers. Today 
Daniel Yankelovich, the pollster and sociologist, talks of much the same 
thing but uses somewhat more elegant language: “the growing mismatch 
between employees and jobs.” 

One of the most compelling expectations of people today is the desire for 
personal fulfillment. Since much of our time is spent in working, a major part 
of that expectation must be met in the workplace. 

Part of this desire stems from the changed composition of the workforce. 
For one thing, employees are likely to be far better educated than they were 
in previous eras. There is also more leisure time and more ways to use it. 
There are more women in the workforce: about half of all women of working 
age now hold jobs. Many women with children are working: 40 percent of 
all women with children aged 6 or younger and 55 percent of all women with 
children aged from 6 to 17. A large proportion of workers are from two- 
wage-eamer families. The growing importance of the job for these millions 
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of Americans means that their expeaations increasingly come to focus on the 
workplace, which for better or worse provides much of the social structure 
formerly filled by family, church, and community. 

Corporate managers are experimenting with new ways to meet these 
enlarged expectations. Some companies offer job enrichment: attempts to 
redesign jobs to fit the needs of people as opposed to the needs of companies. 
Others vary hours of work (“flextime*’) or organized husband-and-wife work 
teams. As pressures mount in the fumre, other innovative approaches must 
be tried. 

Hard-Core Unemployed 

One critical, and thus far intractable, problem area of natural concern to 
corporate managers is that of the hard-core unemployed. Experience with 
business involvement to date is mixed. One company tried, with the help of 
a university and a number of professional social workers, to retrieve a carefuk 
ly selected group of unemployables. None had ever worked before, none 
could obtain driver’s licenses, most had a drug or a drinking problem, most 
had parents who had never worked, all were early school dropouts, and none 
had hopes of ever entering the mainstream of society. The program was 
meticulously planned, sensitively administered, and amply funded, but few 
of those included lasted the course, and even fewer entered the workforce 
although jobs were guaranteed. Those who were employed eventually 
dropped out. A failure.^ Perhaps, although it seems to me that a social 
experiment of this kind fails totally only when it does not provide knowledge 
useful for the next experiment. In that sense, this social experiment was a 
success. 

But the question remains: To what extent should a corporation devote its 
resources (funds of its shareholders and talents of its management) to social 
experiments which can have only an indirect impact on the corporation? 

Governing the Corporation 

If the purpose of the corporation is more than simply producing a healthy 
return on investment, does it not then serve more masters than the sharehold- 
ers alone? Does it not serve consumers, environmentalists, employees, re- 
tirees? Should each of these groups be represented on the board of directors? 
This is the approach proposed by Ralph Nader and incorporated in incipient 
legislation. 

Or should the various interests be served by public directors selected from 
government-approved lists? This is an approach favored by George Lodge 
of Harvard University. Some corporations have been forced by the govern- 
ment to appoint public direaors. In each instance this has come about as part 
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of a settlement with the government over alleged breaches of accepted 
corporate behavior. 

Or can a board of directors, elected by the shareholders in the traditional 
fashion, expand its area of surveillance to include all the interests affected by 
the corporation? Some boards, for instance, have appointed social responsi- 
bility committees which, as the name suggests, have the task of ensuring that 
the corporation fulfills a wide range of social responsibilities. Should em- 
ployees have specific board representation as in West Germany and Sweden 
and as has been proposed in the United Kingdom? 

There has been considerable action in the area of recognition of the 
problems of governing the corporation in view of its expanded impact on all 
segments of our society. There will be more. 

Judging the Corporation 

If corporations are to provide services other than making and selling things, 
by what standards can they be judged? What kind of financial reporting 
should be expected? 

Judging economic results is difficult enough, but it is simplicity itself 
compared with the problems of judging social performance. No corporate 
executive who deals with the accounting profession, the Financial Account- 
ing Standards Board, the Securities and Exchange Commission, or the New 
York Stock Exchange can claim that standards of economic judgment are 
precise and unalterable. But how can corporate actions in communities, 
especially projects such as the retrieval of hard-core unemployed or various 
environmental activities, be judged? How can the good citizens among the 
corporations be identified? 

One company issues an annual social responsibility report which includes 
a balance sheet of the year’s activities (both debits and credits) prepared by 
a business writer-social activist. The arrangement precludes editing by the 
corporation and guarantees publication. This may be a startling departure by 
some corporate standards, but it is really a small step and hardly scratches the 
surface of the problem. 

Some who have reflected on the problem lean toward yearly issuance of 
scKralled social responsibility audits, but little has been done beyond a few 
brief descriptions in annual reports. However, a widening recognition that 
people will judge corporations by poor standards if better ones are not 
available may lead to the development of better reporting in the future. 

Corporate Philanthropy I 

As private-sector needs grow and private foundations diminish, business 
philanthropy becomes more important, and, indeed, corporate foundations 
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are growing rapidly in size and scope of giving. How should the corporate 
foundation be administered? What purpose should it serve? 

Corporate philanthropy has become large only in recent years. When it 
was in its infancy, it could easily be administered by an inside board of 
corporate officers and a secretary. The contribution program was largely one 
of responding to an appeal by a local hospital or to a fund drive by a technical 
college which supplied graduates to the corporation or of providing support 
for the chairman's or the president's favorite cultural activities. 

But corporate officers are not chosen for their skills in judging private- 
sector needs or in giving away money — quite the contrary. Also, the large 
size of many corporate foundations makes response giving entirely inappro- 
priate as a sole endeavor. A program of financial contributions based on 
clearly perceived long-range objectives is in order. 

Should outside boards of trustees experienced in the needs of the not-for- 
profit sector be appointed to accomplish this purpose? Should specific objec- 
tives be determined for the corporate foundation? Should areas of interest 
be delineated? Should experimental projects be set in motion? Should follow- 
up appraisals be made? 

There will be considerable movement and change in corporate philanthro- 
py in the next few decades as funds available for giving grow and corporate 
managers become practiced in this new and challenging area of their respon- 
sibility. 

Responsibility for Employees* Families 

What kinds of responsibilities does the corporation have for the families of 
its employees? 

As the corporation claims more time and more dedication from the rising 
executive, less of each is left for the family. The family tends to become 
matriarchal. With the father isolated, the father as model disappears, and 
family bonds are loosened. 

As the corporate world broadens, the world of wife and mother narrows 
and the distance between the two increases, producing a destabilizing pres- 
sure on the family structure. It is true that the prototype family — the father 
who works, the wife who stays home and takes care of the children — is 
becoming the exception rather than the rule, but it is still common, particular- 
ly among senior and middle managers. Maintaining and strengthening its 
integrity in the face of today’s social upheavals is clearly a paramount con- 
cern. But is it an important corporate concern as well? We believe so, but 
each corporation must decide the issue in principle and design its program 
accordingly. 

The dominant American family these days is the two-wage-earner or 
two-salary family, raising a new issue of polarized loyalties. Will the corpora- 
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tion be able to move its executives with the same abandon as it did in the 
past, or is this a matter between working wife and husband and of no concern 
to the corporation? It seems to us that all aflfeaed parties will inevitably 
become involved. 

At any rate, the changed composition of the workforce has clearly brought 
an entirely new set of family problems. The extent to which they become the 
responsibility of the corporation remains to be seen. 

The problems of people and work, hard-core unemployed, governing the 
corporation, judging the corporation, the corporate foundation, and respon- 
sibility for the families of employees illustrate the range of challenges faced 
by the corporation when it begins to respond to the new expectations of its 
various publics. The lives of corporate executives would be simpler and more 
comfortable if they did not have to venture beyond the relative certainties 
of the bottom line. But they no longer have that choice. 

4. COPING WITH GOVERNMENT 
REGULATION 

Fourth on our list of new roles for the corporation is uninvited but inevitable: 
coping with proliferating government regulations. As certain as death and 
taxes is the growth of government regulations. Everyone close to the issue — 
business executives, college administrators, and even government employees 
— recognizes the high cost of regulations and their stifling impact. But regula- 
tions will continue to beget regulations; new regulatory offices will spawn 
counterregulatory offices in business organizations and other targets of the 
government's heavy thumb. 

Business may chafe under the restraints and expense of the regulatory 
process, but the plain fact is that regulation is a less harmful way to inject the 
public interest into private institutions than the likeliest alternatives, those 
largely associated with the overall planning of authoritarian states. Consumer 
interests, environmental protection, health, and safety all require standards, 
and standards require monitoring. Thus, regulation grows with every exten- 
sion of the public interest. 

All aspects of a business operation — hiring, firing, providing a workplace, 
determining health and retirement benefits, installing a new manufacturing 
process, and so forth — ^are controlled to one degree or another by govern- 
ment. A crude-oil pipeline can be planned, engineered, and financed in a 
relatively shon time. Slogging through the swampland of government regu- 
lations and permits conneaed with the projea can and usually does take 
many times as long. Yet coping with regulations as one form of response to 
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social demands is as essential to corporate survival as making a profit. We 
must slog on. 

5. MEETING THE MEDIA 

Most senior executives can remember when, in the not too distant past, 
corporate doors were shut to the press. The corporation simply wasn’t any 
of journalists’ business, except, of course, when it wanted to introduce a new 
product or boast about a particularly good year. On those occasions, a press 
handout would do. 

That world has gone the way of the dinosaurs, and yet the dinosaurs’ tracks 
remain. The press and the electronic media search out dramatic stories be- 
cause the public interest is at stake. Business executives often try to manipu- 
late stories because the shareholder interest (sometimes just the management 
interest) is at stake. Neither business nor the press trusts each other, and the 
basic confrontation is set up. 

Examples abound. An engineering-trained plant manager faces the televi- 
sion cameras to explain a serious plant accident. He is less than frank and does 
not come across as a credible representative of corporate management. He 
fails as a manager and must be withdrawn from his job. 

A representative of a public-interest group testifies before a Senate com- 
mittee on a popular issue. The room is filled with television cameras and 
reporters. After a blistering attack on industry, a short recess is declared, 
during which the television crews dismantle the equipment and most report- 
ers leave. An industry executive then testifies in a room empty except for a 
few committee members and visitors to the nation’s capital. 

An incident occurs at a nuclear plant which appears to have the potential 
for an uncontrolled meltdown — a catastrophe. Neither government repre- 
sentatives nor management can assure the media that there is no danger from 
escaping radioactive gases or that the chain of events set in motion by a stuck 
valve can be safely controlled. This is the stuflF of high drama, and no reporter 
worth his or her salt would want to be anywhere but at the front, in this case 
the plant itself. 

Something other than the unfolding of a story is at stake, and that is the 
determination of national policy on nuclear energy. Can national opinion, 
and therefore national policy, be forged under these circumstances? What is 
the responsibility of the media? Of government? Of industrial managers? 

The relationship of the media and business is difficult and, to a degree, 
must be antagonistic. Corporations will survive only if people approve of 
what they do. What people think they do is largely shaped by the media. 
Public acceptance must be earned by doing the right things, but people must 
think that corporations are doing the right things. 
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The media are as important to the survival of corporations as they are to 
the survival of our democracy. 

6, THE CORPORATION AND 
POLITICS 

The more the corporation is expected to expand its functions beyond the 
economic and the more its total environment is determined by the actions 
of government, the more pressure there will be for it to act as a political 
activist. The line between government and business, once sharp and clear, 
has become more and more shadowy. Economic decisions are no longer 
clearly distinguished from political ones. 

Should the manager who has corporate constituencies to satisfy organixe 
these constituencies to further the goals of the corporation or try to bring to 
bear the power of the corporation’s publics in the political arena? Public- 
interest groups organize to achieve their objectives. If the corporation is 
expected to achieve social ends, should it not then behave as a political 
institution? 

Many corporations are doing this: organizing employees, retirees, suppli- 
ers, and shareholders, informing them on matters of interest to the corpora- 
tion, and asking them to write their members of Congress on important 
maners of legislation. Some corporations form and support political clubs. 
Others organize speakers’ bureaus. Many take advantage of recent legislation 
to set up political action funds and support candidates who are sympathetic 
to the objectives of the corporation. 

All this is a long way from the narrowly defined economic functions of the 
j corporation. But if people expea more than economic results from the 
corporation and if the corporation has to deal with a wealth of government 
I regulations arising from that expectation, then it is forced into becoming a 
" political institution as well as an economic institution, like it or not. 

The widened expectations of people would indeed seem to require new 
definitions of the role of corporate managements. The traditional economic 
funaions — profit making, entrepreneurial innovation, job creation — remain. 
A profitless corporation cannot survive. 

But now we also recognize that profit alone is not enough for corporate 
survival, and that s something new. All in all, the corporation is being per- 
ceived as a social institution, an influential determiner of how people live. 
At least in part, the corporation is forced into a broadened role by the decline 
of other institutions: family, community, and church. 

To what extent can the corporation fulfill these new expectations? How 
successfully can it navigate in the uncertain waters beyond the familiar bot- 
tom line? If the corporation strives to fulfill this new and difficult role, does 
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it weaken its ability to carry out its economic function? Yet if it does not try 
to define and act upon these new demands, does it not then jeopardize its 
franchise altogether. 

The corporate world, in a word, has become complex and uncertain where 
it had been merely clear-cut and difficult. The years before us will be trying 
ones. Old formulas must give way to new as corporate managements come 
to terms with this dilemma before their franchise is withdrawn and before 
the nation is tempted to turn to other means of fulfilling social expectations. 

Americans do not distrust business because they oppose the capitalistic 
system. Their unhappiness stems from legitimate grievances with business’s 
performance in recent years and from what the public perceives to be a lack 
of corporate accountability. 

The issues are clear: fairness to employees and customers, freedom from 
shortages and pollutants, products of good quality, prudent use of natural 
resources, equitable conditions of employment, a healthful workplace, and 
many more. Those issues must be dealt with fairly and directly and to the 
satisfaction of American society, or large corporations will invite increasingly 
strident reform efforts that will serve the purposes of neither business nor 
society. Those who believe, as I do, in the intrinsic value of the decentralized 
market system must act now to develop a more humanistic, responsible, and 
innovative form of capitalism to meet society’s demands as well as satisfying 
its needs. Accomplishing that difficult but necessary objective will be central 
to any intelligent discussion of American business for the foreseeable future. 


THORNTON BRADSHAW 



Parti 


BUSINESS AND 
THE POLITICAL 
ENVIRONMENT 

❖ 


Lobbying, Disclosure, 
and Corporate Ethics 


The political role of the large business corporation has long been a subject 
of considerable controversy. Critics of business contend that corporationsr - 
enjoy too much influence over the decisions of both American and foreign^/ 
governments, while many executives have become concerned about the 
inability of business to communicate its views successfully to both the public 
and government officials. The essays in Part 1 examine several contemporary 
dimensions of the political role of the large corporation. 

The first two essays focus on the objectives of corporate political participa- 
tion. Mark Green, who directs a well-established public-interest lobbying 
organi 2 ation, argues that business has a responsibility to consider the impact 
of public policies on the welfare of the consumer in determining its political 
stance. While lobbyists for consumer organizations and corporations usually 
find themselves on opposing sides, Green argues that this pattern of conflict 
is not inevitable. Discussing a number of recent political controversies, in- 
cluding federal no-fault automobile insurance, the establishment of a Con- 
sumer Protection Agency, and airline deregulation, he reports that on several 
occasions corporations and consumer organizations have supported similar 
positions. However, Green concludes that, with the exception of a few 
unusually public-spirited companies, it is unrealistic to expect corporations to 
support progressive causes unless such a stand complements their economic 
interests. He would be happy to settle for corporations that obey the law and 
preserve the integrity of markets. 
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Among the firms Green cites as relatively public-spirited are Levi Strauss 
& Co., Atlantic Richfield Company, J. C. Penney Company, and Cummins 
Engine Company. In their essay, ^‘Business Responsibility and the Public 
Policy Process,” Henry B. Schacht, the chief executive officer of Cummins 
Engine, and Charles W. Powers, the company's director of public policy, 
seek to articulate the principles that govern their company’s political involve- 
ment. They contend that a corporation has an obligation to establish a con- 
structive and responsible relationship with each of the constituencies, or 
“stakeholders,” whose welfare its decisions affect. The process of defining 
the optimal policy that effectively responds to the public’s legitimate expecta- 
tions is, however, very difficult and time-consuming. Analyzing three public 
policy controversies that have affected Cummins — the construction of a new 
company headquarters in Columbus, Indiana, the establishment of emission 
controls for diesel engines, and the issue of employee privacy — Schacht and 
Powers describe the process by which Cummins was able to adjust successful- 
ly to the public’s rapidly shifting expectations of business. They conclude that 
if corporations are to participate both effectively and responsibly in the policy 
process, they must first acknowledge the public’s right to define the parame- 
ters in which a corporation conducts its business. 

Herbert E. Alexander is the director of a nationally prominent research 
organization specializing in the monitoring of corporate political behavior. 
His essay focuses not so much on how corporations decide which political 
position to endorse as on the diverse means they employ to advance their 
political views. Concentrating on the “corporate Watergate” and the federal 
election-reform laws that followed the widely publicized revelations of illegal 
corporate campaign contributions, Alexander discusses the ways in which 
corporations have attempted to respond to one of the most important politi- 
cal developments of the 1970s: extensive government regulation of corpo- 
rate political participation. He predias that corporations can look forward to 
intensive public scrutiny of the methods by which they seek to influence the 
political process. 

Business-press relations have also changed dramatically since the 1960s. 
Many executives have become upset about the quality of press coverage of 
economic affairs; they blame the media for encouraging public suspicion of 
business. Michael C. Jensen, one of the nation’s most prominent business 
reporters, argues that business itself is responsible for much of the suspicion 
that has developed between these two central national institutions. Citing 
several examples of corporations which have mishandled their relations with 
the press, Jensen offers a number of guidelines to assist executives in improv- 
ing the quality of business reporting. While Jensen does not regard a rap- 
prochement between executives and journalists as likely in the near future, 
he is encouraged by the increasing willingness of the press to devote the 



Business & the Political Environment 3 


resources necessary to give the reporting of business affairs the prominence 
it deserves. 

Underlying much of the strain between business and the press has been 
the issue of disclosure: to what extent should the corporation consider its 
business the public’s business? While federal and local regulations have 
increasingly restricted the corporation’s right to privacy, firms still enjoy 
considerable discretion as to what and how much information they make 
public. A. W. Clausen, the president of the Bank of America, and L. William 
Seidman, a businessman who was formerly economic adviser to President 
Ford, argue that it is in the enlightened self-interest of business to maximize 
the amount of information that they are willing to disclose voluntarily. 

In 1974 the Bank of America adopted a disclosure policy based on the 
rather innovative premise that the bank’s constituencies have the right to 
know about bank policies that affect them; all information is to be revealed o 
unless the company can demonstrate that disclosure would impair its com- 
petitive position or the privacy of its employees or clients. The bank is 
pleased with the results of its disclosure policy, and Clausen’s essay summa- 
rizes the many benefits that it has produced. Clausen, however, emphasizes 
that the bank’s policies are not appropriate for every corporation: each firm ^ 
must determine for itself which disclosures are appropriate. Seidman argues 
that if the corporation is to compete effeaively in the political process, its 
credibility must be restored. The way to do this, Seidman suggests in his 
essay, '‘Corporate Political Responsibility,” is for industry voluntarily to 
adopt its own "sunshine” legislation. Such a step would enable those affected 
by business decisions to understand the complex factors that underlie them. 

It is hoped that this would then improve the quality of public decision 
making. 

Among the most controversial dimensions of business political activity is 
the relationship between United States-based multinational corporations and 
foreign governments. Refleaing widespread public concern with the social 
and political impact of American multinationals, a number of church orga- 
nizations have strongly criticized various corporate investment and market- 
ing decisions. They have been particularly concerned with two issues: the 
political impact of corporate investments in South Africa and the social^;/ 
consequences of the marketing of infant formulas to mothers in under- ^ 
developed nations. Timothy Smith, who has spearheaded the churches’ chal- 
lenges to corporate policies in these and other areas, describes what he 
regards as the appropriate social responsibility of corporations involved in 
international commerce. While critical of the social performance of most 
companies, he does cite several corporations, including Control Data Corpo- 
ration, Abbott Laboratories, Polaroid Corp., the Chase Manhattan Bank, 
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Irving Trust Co., and the Mellon Bank, which have responded to the 
churches' criticisms in a constructive manner. 



WHEN 

CORPORATIONS 

BECOME 

CONSUMER 

LOBBYISTS 

On Conscience and Profits 


MARK GREEN 
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What constitutes responsible corporate behavior, especially in the political 
arena, and what companies have achieved it? 

Of course, there are those who would give a one-line answer to this 
question. The business of America is business, or the only responsibility of 
business is to maximize profits, to paraphrase Calvin Coolidge and Milton 
Friedman. But their succinct philosophies, though internally consistent, have 
about as much relevance to this question as did John D. Rockefeller’s obser- 
vation: ‘The good Lord gave me my money.” Today, in the era of corporate 
good citizenship, major executives would as soon be caught lunching with 
Ralph Nader as admitting that b11 they care about is profits. And they would 
be correct for reasons beyond the imperatives of public relations. 

Most chief executive officers would agree that their goal is, as some 
economists have expressed it, profit satisfaction rather than profit maximiza- f 
tion. Given the competing obligations of companies to their affected constim- 
encies — shareholders, workers, communities, consumers — this equilibrium 
function is gaining acceptance. In addition, the University of Chicago cate- 
chism of the Friedman school of economists notwithstanding, it is clear that 
our large corporations have a large noneconomic impact. Since major firms 
undeniably affect their local communities, the environment, consumer health 
and safety, patterns of employment discrimination, inflation, the balance of 
trade, foreign disputes, political elections, and legislation, it seems rigid and 
unrealistic to judge a company merely by its profit and loss statement. One 
may not enjoy sleeping next to an elephant, but reality requires accommodat- 
ing that fact, not denying it. So, too, with the political and social impact of 
elephantine corporations. 

Finally, it is true that profit is a brilliant measurement because it is con- 
crete, understandable, and unarguable and permits useful comparisons. It is 
apparent why this measurement has preempted the attention of those who 
seek to judge the impact of corporations. But what is immeasurable is not 
unimportant. And a corporation’s impact on its community and country can 
be substantial even though it is not currently reducible to comparative num- 
bers and analyses. 

While the impact can be substantial, it is not always socially responsible. 
This brings us back to the question: When and why do companies engage 
in socially responsible behavior, independent of the marketplace, affecting 
either their local communities or national politics? 

Because much has been written about what constitutes socially responsible 
local behavior, it need not be extensively discussed here. Once one over- 
comes the conceptual barrier that a company has no responsibility other than _ 
to maximize profits to shareholders, there are several areas of consensus. A - 
few of them, with some examples of each, follow: / ^ 

1. Minority affairs. Racial or sex discrimination is morally wrong and le^l^o 
ly can be very expensive, as back-pay awards have indicated. Aetna Life & 
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Casualty has 12 percent nonwhite employees; Cummins Engine Company has 
100 black managers and executive trainees. Going somewhat funher, Jewell 
Electrical Instruments purposefully stays in black communities and supports 
minority-owned suppliers. Levi Strauss & Co., not for economic reasons, 
deliberately spared a factory in a poor black Alabama county. 

2. Diversity on boards. It is an anachronism for such influential societal 
of^ns as boards of directors to exclude nonwhites or women. Aetna and 
Jewell, however, each had blacks and women on their boards by the mid- 
1970s. 

3. Corporate contributions. Although the tax code permits charitable de- 
ductions of up to 5 percent of a company's pretax profits, corporate gifts 
overall total only about 1 percent. But Cummins Engine gives 5 percent, and 
Levi Strauss from 3 to 5 percent. Xerox Corp. is a major supporter of the 
United Negro College Fund. 

Environment. A company’s costs and hence its profits ought to reflect 
all the costs of production, which include pollution. Owens-Illinois, Inc., was 
rated first in pollution-control equipment in the paper industry by the Coun- 
cil on Economic Priorities. 

5. Safe products and technology. Because prevention is preferable to com- 
pensation for both ethical and economic reasons companies would do well 
to sell products that they know won’t injure people or the planet. S. C. 
Johnson & Son of Racine, Wisconsin, announced its own ban on fluorocar- 
bons in aerosol-spray cans well before the Food and Drug Administration 
(FDA) did. Their actions were unlike those of the Ford Motor Co. with its 
Pinto and Firestone Tire & Rubber Co. with its 500 tire. 

6^ Adequate disclosure. Market capitalism can work only if consumers have 
substantial knowledge of the comparative values of offered goods or services. 
Informational advertising is still too rare. Exceptions include information 
initially developed by government, such as Environmental Protection Agen- 
cy (EPA) mileage ratings or Federal Trade Commission (FTC) data on the 
tar and nicotine content of cigarettes. Under a voluntary code of disclosure 
the Bank of America reportedly gives more information than other financial 
institutions about banking practices. 


CORPORATE LOBBYING 
TECHNIQUES 

Ail the aaivities described above are laudable though modest. Not dis- 
criminating or polluting or injuring consumers is hardly an exceptional aspi- 
ration for corporations. More controversial and difficult are the adoption and 
promotion of consumer-oriented positions on national legislative issues. But 
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trying to discover consumer-oriented corporate lobbying resembles mining 
for silver in the late 1880s in Colorado: one knows that some silver is there, 
but there isn’t much. 

Historically, of course, corporate lobbying merely sought to enhance 
profits, either by keeping government out of the economy (the drug compa- 
nies fought food and drug legislation in 1938) or by having government help 
manage part of an industry (the infant airline industry lobbied for and helped 
to write the 1938 Civil Aeronautics Act). Among the various techniques, 
three stood out. 

First,, there was what one could call the Chicken Little approach. In the 
early l930s, Richard Whitney, president of the New York Stock Exchange, 
predicted that passage of pending securities acts would destroy the securities 
market. At about the same time, Henry Ford warned that unemployment 
compensation would destroy the work incentive. Wall Street lawyer and 
corporate executive Wendell Willkie predicted that passage of the Public 
Utility Holding Company Act of 1935 would destroy the utility industry. 
These men, history will report, proved to be better capitalists than seers. 

Second, there is “the jingle of cash,” as one dairy lobbyist inelegantly pyf 
it during the Nixon years. The technique was most bluntly explained by Sen. 
Boies Penrose of Pennsylvania at the turn of the twentieth century, when he 
told a group of business supporters, ‘T believe in a division of labor^.You 
send us to Congress; we pass laws under which you make money; . . . and 
out of your profits you further contribute to our campaign funds to send us 
back again to pass more laws to enable you to make more money. Hence 
the aphorism that a corporation is known by the politicians it keeps. More 
genteel versions of this sort of thing are company political action committees 
(PACs), now permitted by law, which are proliferating; between 1974 and 
1979 they increased tenfold. 

Third, companies often employ teams of analysts and lobbyists who pre- 
vml by inundation. Or as the late Rep. Allard K. Lowenstein once put it, 
“How much can anyone do with limited staff and all the mail and what not 
to cope with.^ . . . That’s one reason why the lobbies are so influential. They 
have people who are able to spend all their time collecting data on why 
pollution is good for River X. What Congressmen can match that? ”2 

These corporate lobbying techniques have traditionally been invested in 
the stams quo, in keeping with business’s idee Bxe that the less government 
the better. So major parts of the business community opposed the creation 
of the National Highway Traffic Safety Administration, the Environmental 
Protection Agency, the Consumer Product Safety Commission, the Occupa- 


1 Mark Green, Who Runs Congress? 3d ed.. The Viking Press, Inc., New York, 1979, p. 2. 

2 Ibid., pp. 26-27. 



10 Corporations Sc Their Critics 


tional Safety and Health Administration, and the Consumer Protection 
Agency. They also opposed the Clean Air Aa, the Toxic Substances Control 
Act, the 1976 amendments to the Sherman Antitrust Act, and the Labor Law 
Reform bill of 1977. 

Sometimes, however, trade groups will lobby against their idee Bxe if this 
stance means money; business supported the Overseas Private Investment 
Corporation of the early 1970s, a federal insurer for large multinationals; and 
airlines supported the Noisy Aircraft bill of 1978, which would have re- 
quired the federal government to collect from $2 to $4 billion from airline 
consumers and give it to the airlines to pay for noise-abatement devices. 
When profits and laissez faire collide, the business sector will unflinchingly 
j surrender the latter. 

This is the corporate lobbying that is a staple of Washington and of Jack 
Anderson's columns, but occasionally large companies and trade groups 
advocate reforms that appear to promote consumer welfare. Leading con- 
sumer and labor lobbyists, in interviews, mentioned seven such instances in 
the past few years, A closer look at such potentially responsible corporate 
behavior can help illuminate when and why companies engage in good 
works. 

CONSUMER PROTECTION AGENCY 
(CPA) 

The bill that attraaed the most contentious business-versus-consumer lobby- 
ing in the past few years would have created a $15 million nonregulatory 
oflSce of consumer representation to advocate consumer interests before 
federal agencies and courts. Opposed were the Chamber of Commerce of the 
United States, the Business Roundtable, the National Association of Manu- 
facturers (NAM), the National Federation of Independent Business, and 
hundreds of trade groups and companies. According to House Speaker 
Thomas P. (Tip) O Neill, speaking shortly before the final vote, “I have been 
around here for 25 years and never seen such extensive [business] lobby- 
ing." 

Arrayed on the other side were 1 50 consumer, labor, senior, and environ- 
mental groups, the Carter administration, and more than 100 business firms. 
Among these firms were such companies as Kings Supermarkets, Atlantic 
Richfield Company, and Cummins Engine. A disproportionate number of the 
firms were retailers or com{miies with name brands that sold directly to 
^^^taiiers. Their motives were mixedi they acted partly to generate a good 
im^e to the consumers with whom they had to deal every day, partly to deter 
abusive business praakes which sullied the entire business community, and 
IMnly through an instina for good government. To be sure, these firms were 
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greatly outnumbered by those in opposition, but business supporters did 
usefully demonstrate that the business community was split on the issue. 

Supporting companies were painstakingly solicited by consumer and busi- 
ness leaders during the 8 years in which the bill was pending. By 1977, when 
the legislation appeared to be in trouble, these companies banded together 
into the Ad Hoc Coalition. Launched at a White House meeting with Presi- 
dent Carter, consumer adviser Esther Peterson, and several Cabinet secretar- 
ies, the Ad Hoc Coalition established a small office in Washington. One of 
the group^s leaders was Peter T. Jones, then general counsel at Levi Strauss 
and previously an executive at Montgomery Ward & Co., Inc. Since both 
firms were part of the coalition, Jones's observations on them deserve quota- 
tion at length: 

In 1972 Tom Brooker was head of Marcor-Montgomery Ward. Because 
the CPA bill had a reasonably good chance of becoming law, it seemed sensible 
for us to try to improve it. Brooker readily agreed. After our major recommen- 
dations were accepted by its Senate sponsors, we agreed to support the bill. 
When Mobil acquired control of Marcor-Montgomery Ward, both Mobil and 
its new subsidiary, Wards, continued to support CPA, but on a much less active 
basis. 

I then joined Levi Strauss & Co. and got a call from Esther Peterson in the 
White House asking if Levi Strauss & Co. would support the bill. I went to 
Walter and Peter Haas, Chairman and Chief Executive Officer of Levi Strauss 
& Co., and discussed the history and pros and cons as to the merits of the bill. 

I also told them, if you decide to support this bill you will get some criticism 
from some members of the business community and no kudos from most of the 
others. But the Haas’ just said, well, it won’t be the first time and it won’t deter 
us. It sounds like we should support it and therefore we will.^ 

Jones got the go-ahead. He attributes this to the fact that the Haases were 
very independent in mind, spirit, and means, with a long history of corporate 
social responsibility. ‘T really am a believer in the key man theory of corpo- 
rate responsibility," he added, reflecting Ralph Waldo Emerson’s view that 
a successful institution is usually the lengthened shadow of one man. If one 
two people at the top are indifferent or opposed, the institution will be 
indifferent or opposed, but if the people at the top strongly favor proconsum- 
er measures, the institution will reflect that sentiment. Corroborating his 
theory was his own prior experience at Montgomery Ward. Tom Brooker 
favored the CPA for several reasons, and Montgomery Ward was therefore 
an active supporter. The top leadership of Mobil Corporation was unen- 
thusiastic and thus did little to aid the bill’s passage. (When the writer of this 


3 Personal interview with Daniel Becker of Congress Watch. 
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essay called Herbert Schmertz, Mobil’s media representative, to ask him to 
devote one of his editorial advertisements to the bill, he demurred.) 

Some of the supporting companies did more than lend their names to this 
legislation. Kings Supermarkets, Giant Food Inc., and Dart Drug Corp. took 
out full-page advertisements on its behalf; Cummins Engine called the waver- 
ing member of Congress from its home district in Indiana. Ultimately, 
though, these firms and the coalition had only a negligible impact on Con- 
gress. While their corporate opponents were spending substantial time and 
money to defeat the bill,^ the proconsumer firms gave little time and almost 
no money. The reasons appear to be twofold. First, since no profits were 
likely to accrue to a supporting firm as a result of its advocacy, there was little 
incentive to spend company funds; on legislation at least, profitability is far 
more energizing a motivator than public-spiritedness. Second, peer pressure 
from the overwhelming bulk of the business community cooled the ardor of 
the supporters. 

Consider, for example, the agony of J. C. Penney Company. For 2 years 
the company had been courted by Esther Peterson and consumer groups. It 
had an in-house consumer supporter, David Schoenfeld, who vigorously 
advocated the legislation to corporate officials. Their only major objection 
to early versions of the legislation was that it permitted the CPA to issue 
interrogatories to business (this provision was dropped in the final version). 
Despite a very conservative Washington liaison office, J. C. Penney had a 
chairman, Donald V. Seibert, who was open-minded, politically moderate, 
and very sympathetic to the representational component of a consumer office. 
But he was also a leading member of the Business Roundtable, a major 
opponent of the legislation. When I asked Seibert a few months after the bill’s 
defeat why he hadn’t finally supported it, he spoke vaguely and unpersuasive- 
ly about how late and inconsequential his firm’s support would have been. 
More to the point was the comment of one business executive knowledgeable 
about the episode: ‘There was just no way he was going to go against the 
Roundtable on this one.” 

PUBLIC PARTICIPATION 

Perhaps to compensate for its loss of nerve on the CPA, J. C. Penney has 
been the leading company in favor of the concept of public participation. As 
implemented at the FTC, small amounts of public participation funds go to 
citizen groups and small businesses so that they can afford to appear in agency 
proceedings where they can make a contribution. 


^ See TheNMion, issue of Feb. 25, 1978; Fortune, issue of Mar. 27, 1978. 
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Initially, it was David Schoenfeld, previously with the Consumers Union 
of the United States, who got interested in the issue: 

I came across the concept in the course of reviewing all bills and legislation. 
I’m a consumer advocate and I thought it was important for the consumers’ 
interest to be heard. Business lobbies protect their own interest. But I want 
consumers to lobby to protea their interests.^ 

Schoenfeld then began a series of meetings between consumer leaders and 
representatives of J. C. Penney: 

The original bill came out of [Edward M.] Kennedy’s office and looked 
pretty good but had vague and general language. The Legal and Governmental 
relations people [at Penney] wanted to tighten it up a bit. I spoke with Carol 
Foreman who set up a series of meetings with Joan Claybrook, and I brought 
Charlie hotter [ Penney ’s lawyer] and we met over a series of months and 
hammered out a compromise. The language was tight and specific — something 
which the company could support, and Joan and Carol sent the proposal to 
Sens. Kennedy and [Charles] Mathias who bought it, and S. 270 came out with 
our language. Senator Kennedy held hearings on it and I testified in support.^ 

J. C. Penney ’s devotion to the bill may be tested. Although several federal 
agencies are in the process of instituting public participation programs, the 
general legislation to apply the approach governmentwide, Senate bill 270, 
never passed the Ninety-Fifth Congress. It has been reintroduced in the 
Ninety-Sixth Congress, but by this time it has been around long enough to 
have attracted big-business attention and hostility. A representative of the 
NAM has said privately that his organization has no principled objection to 
the measure but will oppose it nonetheless. And some members of the 
Business Roundtable have decided to exploit the current political mood and 
attack public participation as inflationary even though they realize that only 
someone economically illiterate could argue that a $10 million program 
within a $500 billion budget could affect the rate of inflation. The point is 
that these two business lobbies don’t like consumer advocates in agency 
proceedings that they now dominate, and they don’t need well-grounded 
reasons to promote their continued hegemony. This time, it is hoped that J. 
C. Penney will not capitulate to peer pressure. 


5 Personal interview with Daniel Becker of Congress Watch. 

6 Ibid. 
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NO-FAULT AUTOMOBILE 
INSURANCE AND PASSIVE 
RESTRAINTS 

No-fault automobile insurance, which promises to increase the speed and si2e 
of compensation claims by eliminating the cost of lawyers from the process, 
has been seriously considered by the past two Congresses. Lawyers say that 
it unfairly denies victims the right to go to court, but most consumer groups 
say that it is necessary to make the tort system work efficiently for crash 
victims. The American Trial Lawyers Association, many of whose members 
stand to lose as much as one-fourth of their incomes from no-fault insurance, 
have vigorously opposed the measure. They have massively lobbied the 
Congress and have made substantial campaign contributions. 

The leading advocates of the measure have been the insurance companies, 
especially Allstate Insurance Co., State Farm Mutual Automobile Insurance 
Co., Aetna, and Nationwide Corp., which anticipate lower costs and possibly 
lower premiums from the measure. They were joined by the American 
Insurance Association, the Ford Motor Co., the Car and Truck Renting and 
Leasing Association, and the National Automobile Dealers Association. ‘'But 
they weren't doing it out of the goodness of their hearts," observed Sallie 
Adams, the staff aide to the Senate Commerce Committee who worked on 
this legislation. “They were relieved to be in favor of what they saw to be 
a good piece of public policy, and they also saw it as good business. It looked 
like good PR, and they would not lose money on it." In an interview Adams 
elaborated on what she believed to be the reasons for the insurance compa- 
nies' enthusiasm and effort: 

The insurance industry is in an adversary relationship with its customers 
[policyholders]. The policyholders pay big and increasing premiums, but are 
fought when they want to get paid. . . . The result is that the companies overpay 
minor injuries and nickel and dime the serious ones. It doesn’t pay for them 
to go to court on small claims, so they end up paying about four times the actual 
losses. The companies realized that for the same money they could pay the 
policyholders and not have to fight them. The problem for the companies was 
that the bill now provided for immediate payouts. Thus the companies no 
longer had the use of the monies which they delayed sending out. . . . 

Some companies op|x>sed the bill, and others were hesitant about it, because 
if the federal government became involved, they feared further federal regula- 
tion. Also, some of the earlier supporters, notably Firemen’s Fund, felt that they 
would lose too much money through immediate payout.^ 

The insurance companies' support for no-fault insurance paralleled their 


” Ibid. 
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work on behalf of passive-restraint systems in cars, which the Department of 
Transportation (DOT) has mandated for 1982-1983 vehicles. Such systems, 
including air bags, can save 9000 lives and 63,000 injuries a year, which is 
good for drivers and for insurance firms, which thus avoid paying money on 
claims. There was a key congressional vote in 1977 to approve or disapprove 
of the DOT regulation, with the Senate approving by a 2 to 1 margin. A 
lawyer for the insurance firms thought that ‘"the corporations’ motivations 
were first economic, then humanitarian. As a group that worked on the issue, 
we tried to relate the public policy to the economic interest of the corpora- 
tion.” Sallie Adams added: 

Essentially it was a case of the insurance industry and the public interest 
groups versus the manufacturers. The auto industry first developed the tech- 
nology, but they felt that it was inconsistent to be for federal regulations 
mandating passive restraint and against it regarding pollution controls — which, 
of course, is really smpid.^ 

Congressman Bob Eckhardt, Democrat of Texas, led the fight. He ex- 
plained the business politics of the situation this way: 

The insurance companies have had a continuing interest in auto safety. First, 
of course, in the short term, reducing the number and severity of accidents, 
injuries and resulting claims against insurance companies is obviously to their 
advantage. But what about the long term? Would not more accidents and 
higher payouts, inducing higher rates, ultimately benefit them? Not in this time 
of soaring insurance rates. The insurance companies believed that the rate 
structure had gotten to the point where further increases could no longer be 
passed through to policyholders without risking decreases in the amounts of 
insurance consumers would be willing to buy. 

The other major industry group in favor of the passive-restraint rule was, 
quite understandably, those who made them — ^air-bag manufacmrers and re- 
searchers and the like. They included companies like Talley Industries, Thi- 
okol, Minicars, Inc., Allied Chemical Corporation, and the Breed Coiporation. 

Ranked on the other side of the issue with varying degrees of vehemence 
were the automobile companies. After all, they are a most significant sector of 
the business order which rankles at regulation almost as an anicle of faith. Even 
though the costs and risks auto makers would be directed to take were to be 
uniformly imposed, the companies were not equally able or willing to accept 
them. 

GM had the technology — had even marketed air bags for a short time. Ford 
was well on its way. Volvo had manufactured and sold a fleet of air-bag- 
equipped cars. Chrysler and AMC, on the other hand, would have to contract 
out to get the technology. 

Auto companies do not like to take risks with produas they are not sure the 
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public will accept at the price, and there is a carry-over of this philosophy even 
to a situation where the product is mandated. Perhaps the load on total price 
will cut down on sales of automobiles generally. But GM’s surveys, only 
recently released, showed that most consumers want — and would pay well 
for — air bags. 

The public positions of the companies reflected their market positions. GM 
finally said, in essence, “Well, we don’t think it’s a great idea, but if you insist, 
we’ll go along.” Volvo and other foreign manufacturers have supported the 
air-bag concept ail along, even, as in the case of Toyota, to the extent of putting 
air bags into small cars — a move which U.S. companies said was technically 
impossible. Chrysler has fought the concept to the last ditch 


AIRLINE DEREGULATION 

For years conservative and liberal economists had agreed that federal regula- 
tion of a workably competitive industry like air transportation led to a cartel- 
like structure that was inefficient and anticonsumer. First, President Ford and 
then President Carter pushed hard for legislation to reduce the authority of 
the Civil Aeronautics Board (CAB) to fix rates, permit entry, and set routes. 
Under the leadership of Sens. Edward M. Kennedy of Massachusetts and 
Howard W. Cannon of Nevada a deregulation bill was enacted in 1978 and 
signed into law. 

The major group that lobbied in favor of the measure was the Ad Hoc 
Committee for Airline Regulatory Reform, an amalgam of consumer and 
business groups including Sears, Roebuck and Co., United Air Lines, Pan 
American World Airways, and the NAM. In a statement the Sears spokesman 
attributed his firm’s actions to the “philosophy of competitive markets as 
being the best allocator of resources and the favorable effect of low transpor- 
tation costs in keeping prices down. It’s a question of leadership, since other 
firms fear the slings and arrows of unfavorable public reaction. . . . Sears 
would not lobby for an issue which was not in its economic self-interest.” 

Philip M. Knox, Jr., vice president of governmental affairs at Sears, while 
proud of his firm s work on this issue, adds that Sears rarely gets involved 
in politics because it has “no technical capacity to get into issues.” Sears’s 
rationale touches closely the explanation given for the NAM’s participation 
by its lobbyist, Mary Jo Jacobi; 

Almost all business travel is by air. The staff goes for business reasons and 
it saves them money both as businessmen and consumers. . . . [And] the 
members [of NAM] are fed up with economic government regulation. They 
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Business & the Political Environment 17 


feel that this will set a precedent for further deregulation.^^ 

United, the largest United States airline, “felt that earnings were poor 
under CAB regulation, [and with] more freedom to adjust our own routes 
and fares, they would improve,’' according to company official Bob Williams. 
It took the firm 2 years to make its decision to break with the rest of the 
industry and support deregulation. As for the others, said Williams, “Fear of 
the unknown was and is the main factor behind airline opposition to govern- 
ment deregulation.” 


CARGO PREFERENCE 

The American merchant marine has been in decline for decades, losing traffic 
to less costly foreign carriers. But because of its historic political power based 
on lavish campaign contributions, the merchant fleet has obtained hundreds 
of millions of dollars annually in direct and indirect federal subsidies. In 
1977, though, its reach for cargo preference somewhat exceeded its grasp. 
Cargo preference would have required that 9.5 percent of all imported 
petroleum travel on American bottoms, a move that could have added $610 
million annually in consumer prices, according to the Library of Congress. 
Consumers don’t like added costs, and neither do the businesses which 
cannot always simply pass them on. So Common Cause, Nader’s Congress 
Watch, the Chamber of Commerce of the United States, and oil companies 
all worked together against the labor-backed measure. 

The interest of the oil firms was no mystery. As the director of federal 
affairs at Getty put it, “It was in our economic self-interest. . . . Switching 
to U.S. flag ships would cost us money.” Robert Hawk of the Chamber of 
Commerce cited two reasons for his board’s decision to work against this bill: 
“It tends to raise prices for the consumer and it is essentially a protectionist 
act which might engender protectionism in other areas — such as shoes and 
grain.” The chamber sought to defeat cargo preference with some of the 
techniques used in anticonsumer battles. As Hawk described it, “The Cham- 
ber contaaed members’ oflSces, testified against the bill and met with Con- 
gressmen. The grassroot organization [member companies] wrote in to 
Congressmen. And we conducted an economic analysis of the state-by-state 
impact of the legislation on jobs and prices.”^! According to public-interest 
lobbyists working on the legislation, the latter approach proved to be ex- 
tremely effective. 


10 Ibid. 

11 Ibid. 
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CONSUMER DISPUTE RESOLUTION 

Another issue that attracted the attention and support of the chamber was 
Senate bill 957, cosponsored by Senators Kennedy and Wendell H. Ford of 
Kentucky. It provided for a $15 million Justice Department grant program 
to fund alternative ways of settling small economic and neighborhood dis- 
putes. The court system and its lawyers have become a luxury that few can 
afford, especially for small disputes in which the amount in question can be 
less than the likely attorney's fees. 

Several congressional staff members attributed the Chamber of Com- 
merce's strong support to its need to favor some piece of legislation labeled 
proconsumer, especially after its costly and successful campaign to defeat the 
CPA. Whatever the motivation, the chamber testified in favor of the concept 
and lobbied vigorously for the bill, but on one condition. It insisted on a 
provision that required grant recipients to permit business access to any 
dispute-resolution mechanism. Unfortunately, eighteen states, including 
Texas and New York, prohibited assignees or businesses generally from 
being plaintiffs in small-claims courts. These prohibitions were intended to 
solve the widespread problem of companies' using the courts as collection 
agencies and crowding out needy individuals. The chamber made a deal 
through its spokesman, Sen. James A. McClure of Idaho: it and he would not 
delay the bill to death at the end of the busy Ninety-Fifth Congress if the 
business-access rule was adopted. The Senate then capitulated. (The bill was 
passed by the Senate but not by the House.) 

Ironies abounded. The chamber insisted on a provision that would create 
a federal string ('‘Business must have access") in a way that interfered with 
states' rights, since some states might have to change their laws in this area. 
But what happened to the chamber’s usual philosophic aversion to the federal 
government's bossing the states? Despite its brinkmanship, which jeopard- 
ized the legislation, the chamber later took credit in press releases for the bill 
as its own, which was not true. On the basis of its price for supporting this 
bill, the chamber’s handsome fifty-page booklet. Model Consumer Justice 
Act . . . Up with Consumers, should perhaps be retitled The Business Dispute 
Resolution Act Up the Consumer, 

CORPORATE BRIBERY 

By 1978 more than 400 American companies had admitted to illegal or 
unethical payoffs abroad or at home; among them were more than one-third 
of Fortunes 500 industrials. One would imagine that nonbribing companies 
would rise to criticize such contemptible behavior. Instead, as revelation 
followed revelation in the mid-1970s, most American business leaders either 
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watched this scandal unfold silently or applied their imagination to excuse 
such praaices (“Everyone does it*’; “It’s a way of life in such countries”). 

There was one exception. One chief executive officer played the role of 
the innocent announcing that the emperor had no clothes and publicly criti- 
cized such bribery. He was Bendix Corp.’s W. Michael Blumenthal, who in 
an interview later described what happened: “I insisted that the company pay 
not one penny in bribes. I was told that we couldn’t do that — that we’d lose 
business. Well, we didn’t. What did happen was that we attracted the best 
graduates from Harvard and Stanford, who had read about us. It helped 
morale at Bendix.” Then, after pausing and smiling, he added, “And I 
became the Secretary of the Treasury.’’^^ Subsequently, on behalf of the 
Carter administration. Secretary Blumenthal supported a bill to make such 
payoffs a crime; it later became law. 

Compare his response to that of another firm that similarly had taken a 
tough stance on bribery, Eli Lilly and Company. As one top official explained, 
“We really blew our chance. When there were some 100 companies bribing, 
including several drug companies, we weren’t. We should have spoken out 
against the practice and distinguished ourselves. But we didn’t.” 

CONCLUSIONS 

Several patterns and conclusions emerge from this chronicle of proconsumer 
busines^ctivity. 

■ / First, jp^panies may lobby for progressive causes to the extent that these 
profh^, dr aUes^I are not inconsistent with, profits. With very few excep- 
tions,'CQmjganies will do go od o nly if they can do well^hus, the public and 

011 firms beneSted~ff dm‘tEe defeat of cargo preference, the public and insur- 
ance companies were helped by passive-restraint systems, and the public and 
many businesses gained from airline deregulation and the resulting lower 
fares. The varying positions of energy firms in the 1978 Energy bill are also 
a case in point. “Virtually every member of the industry is calculating his cash 
flow, as one gas company executive put it yesterday, deciding whether his 
company has more to gain by passage or defeat of the bill.’’^^ This bonom-. 
line analysis is not meant as criticism but as fact. As one comes across occa- 
sional corporate good works, it should not be forgotten that corporations are 
not eleemosynary institutions and cannot be expected to act in ways contrary 
to their dominant ethos, which is profits. 

CSec^^t^ there can also be the motivation, not inconsistent with the forego- 
ing, to establish lowest-common-denominator standards to deter fraudulent 

12 Personal communication to author at Aspen, Colorado. 

13 The Washington Post, Sept. 13, 1978, 
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behavior. Since companies that defraud have a competitive advantage over 
firms that market honestly, the latter have an incentive to advocate minimal 
consumer standards. For example, Philip M. Knox, Jr., of Sears explained 
that the reason that his firm supported the Magnuson-Moss Warranty Act was 
“not so much because of the information it required we give consumers but 
because it prevented people who were competing with us from making false 
and misleading guarantees. 

Thkd^i handful of firms do stand out as being more publicly spirited than 
the average. Levi Strauss works diligently for consumer-advocacy offices, 
devotes an unusual amount of money to philanthropy, and seeks to help 
minority communities; Cummins Engine has committed itself institutionally 
in the same three areas; and J. C. Penney supports a major procedural reform, 
the public participation bill. One could argue that in-house people like Peter 
T. Jones or David Schoenfeld are largely responsible for such specific exam- 
ples of benevolence. Their roles as catalysts may be important, but to credit 
them alone may be to confuse cause and effect. Jones would argue that the 
cause is a chief executive officer, such as Walter A. Haas, Jr., of Levi Strauss, 
J. Irwin Miller of Cummins Engine, or Donald V. Seibert of J. C. Penney, 
who wants his company to act more responsibly and who then retains people 
Uke. Janes and Schoenfeld. 

( Founts peer business pressure makes it extremely difficult for even inde- 
pendent-minded executives or companies to break out of the pack. Business 
executives who share a common business milieu — who have attended the 
same business schools and frequent the same clubs, churches, and trade 
associations — are not likely to stick their necks out to ally themselves, even 
indirectly, with consumer advocates. J. C. Penney saw how difiicult this 
course was. Many of the 100 companies supporting the CPA reported that 
other firms lobbied them hard to drop their support. When Atlantic Richfield 
Company (ARCO) came out against the oil-depletion allowance (though it 
did couple its opposition with decontrol of oil prices), ARCO vice president 
Ralph F. Cox reported, “Suppliers hated us for doing it and many wouldn't 
do business with us."i5 

Essentially, for companies to lobby for consumer causes is an applaudable 
though rare event. To urge companies to do more politically on behalf of 
good government is to risk naivete or worse. For every J. Irwin Miller there 
are 100 Joseph Coorses. Representatives of the Chamber of Commerce of 
the United States are going around the country persuading companies to 
establish political action committees to promote a free enterprise economy, 
not to tighten enforcement of environmental protection. 


Person^ communication. 
’*5 Personal communication. 
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We should, instead, look to a more modest set of goals for corporate 
responsibility. For example, the basic corporate social responsibility is to 
obey the law. According to white-collar law-enforcement statistics, this sim- 
ple precept is too often observed in the breach. But legal costs and the public 
notoriety of Kepone for the Allied Chemical Corporation, Pinto gas tanks for 
Ford, Firestone 500s for Firestone, and foreign bribes for Lockheed Corp. 
are so great that many companies may see the light the more they feel the 
heat. An article in Fortune said that, as a result of the Kepone case. Allied 
“downgrades profitability as a measure of a manager's performance and gives 
much greater weight to his regard for social and environmental responsibili- 
ties. 

Companies should also support economic competition, which is consistent 
with the predominant corporate ideology of free enterprise, rather than 
surrender to the temptation to cartelize, monopolize, or price-fix or to run 
to the government for protectionist policies. As Walter Lippmann once put 
it, “Competition has survived only where men have been unable to abolish 
it." 

Only when the precepts of lawfulness and competition are established can 
society reasonably expect corporations to support measures that complement 
the market on behalf of consumers. It should not be inevitable that modern 
business would simply repeat Alfred Sloan’s conduct when he faced his great 
decision in the corporate-responsibility area. In the 1920s, his General Mo- 
tors Corp. engineers had developed a shatterproof glass that, if installed, 
would save many lives and prevent many injuries. But since it would add 
slightly to price and since his competitors lacked the lifesaving technology, 
Sloan rejeaed it. Today it should not be impossible for companies to go to 
the government to urge minimum standards that would save lives and not 
competitively disadvantage any firm within the industry. While this is not 
impossible, it is not yet likely. Although numerous companies give money 
to local symphonic groups and charities, their benevolence rarely extends to" 
the acmal manufacture or service in which they daily engage. So corporate 
good works in the public policy arena remain an aspiration, not an expecta- 
tion. 


16 Marvin H. Zim, “Allied Chemical’s $20-Million Ordeal with Kepone,” Sept. 11, 1978, p. 
91. 
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The management of change is what corporate officials get paid for. Products, 
markets, employee expectations, material costs — all the factors which make 
up the internal operation of an enterprise — are constantly in flux. Effective 
managers are those who both see what is coming and keep their (and the 
company’s) balance, reintegrating corporate plans and resources to seize new 
opportunities and cutting losses in areas where factors which make for profit- 
ability have disappeared. Be it a market shift, a supplier shortage, or a new 
advance by a competitor, all good managers have learned to be quick in 
response. It never occurs to us to question the legitimacy of these changes. 
We act, instinctively and immediately, to assure that when changes affect our 
operations, they do so in the most construaive way possible. This is the 
environment of the marketplace. 

But we in private management have consistently responded differently 
and less effectively to other kinds of changes: the more encompassing claims 
by the communities in which we operate, rapid changes in the nature and 
scope of governmental restrictions on or expectations about our products and 
our production processes, and the higher decibel levels which emanate from 
a vast array of groups representing one or more interests which we are said 
to affect, usually adversely. Our reaction to the claims made at the interface 
where the company meets its external publics is very frequendy one of 
surprise, frustration, and antagonism. And our actual responses, not surpris- 
ingly, are too often reactionary; that is, we tend to respond by trying either 
to deflea these claims or to confront them head on with jaws set. We simply! | < 
do not manage our social and political environment as we do the environ- " | 
ment of the marketplace. And the results of the encounters are persistentl^j I 
acidic and not very beneficial for either the company or the claimant. ' * 


RESPONSE TO SOCIAL AND 
POLITICAL CHANGE 

For some time we have tried to figure out why business is so much less 
effective in managing the issues on its perimeters. We think that the reasons 
are to be found in three basic categories. 


Diversity and Unpredictability 

The first category is the very diversity and relative unpredictability of the 
social and political challenges which make their appearance at so many inte r- 
sections of corporatio n and community. Our antennae are out for the first 
indications of a mmSfF^ilt, and the channels are well established to allow 
this information to travel quickly to the multiple places where the company 
must begin to take account of the implications of the changes. And the 
implications are usually definable. The adjustment process is rarely smooth, 
but it is efficient and seasoned. 
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But the political and social processes which give rise to a corporation's 
response to the broader environment are, or at least seem, less predictable. 
New governmental restrictions can seemingly appear at three or four points 
on the borders of a corporation with relatively little notice, or a community 
issue can erupt one day where things seemed placid the day before. There 
is an additional factor: changes brought about by political decisions are 
usually not evolutionary in the same way that market factors are. Either a 
regulation takes effect, or it does not; a coun injunction, seemingly generated 
from almost anywhere, either catapults the decision into effect or stops it 
cold. To integrate the complexities of a production process and a marketing 
strategy in the midst of multiple changes such as these sometimes seems 
impossible. And thus the proponents or implementers of these changes ap- 
pear almost perverse. 

To the single-minded government agency or proponent of social change, 
corporate America’s response must seem equally unpredictable and diverse. 
After concened eflfons to raise an issue or to evolve a regulatory approach, 
a court challenge or a last-minute eflfon to delay regulatory implementation 
or efforts to stall a reform initiative must appear to be unmitigated stubborn- 
ness born of a throwback mentality or selfish greed. 

Inadequate Understanding 

Secondf’^uch of the diversity-unpredictability problem, we are convinced, 
is^Ke result of inadequate imderstandi^ m both.sides of the^j^blic-corpo- 
rate interface. There is usually truth in the protest that a public-interest 
advocate and a congressional staffer have never had to meet a payroll. The 
process of trying to create some semblance of coherent hours for a workforce 
and of trying to make decisions on expanding facilities while attempting to 
convince the investment community that the company can put together three 
good first quarters in a row is complex. The margins for error in this process 
do not easily accommodate a sudden massive investment to meet a new 
governmental test procedure or, alternatively, a decision to scrap the proce- 
dure. 

On the other hand, rare is the corporate manager who understands the 
tedious back-and-forth compromises which constitute congressional commit- 
tees’ deliberations. Similarly misunderstood is the role of bureaucrats buffet- 
ed by the most recent interpretation of an agency’s counsel, the decision on 
administrative procedure handed down yesterday by a circuit court, or the 
latest results of an agency’s research group. Again, we do not usually appreci- 
ate the role of the public-interest advocate whose coalition is pulled apart by 
a personality conflia between two participating groups or by a professional 
association which suddenly backs out because its largest contributor has just 
gotten wind of the coalition’s public position. 
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Our point here is that the processes of integration essential to corporate 
productivity and the processes of social decision inherent in the democratic 
process are each so different and so poorly understood by the people and 
institutions which stand on opposite sides of the corporate-public interface 
that conflict seems inevitable. 

Legitimacy Cl 

Third, as a result of what we have described, the various actors in this 
environment tend to question the legitimacy of the opposite side. To be in 
dialogue or even in aaive contention with a worthy party or adversary is very 
different froni being in combat with those whose very raison d'etre is doubt- 
ed. From the corporate sicp, we often question the right of activists to speak 
for their constituencies, and we question both the role and the intentions of 
bureaucrats. Legislative bpdies are idly criticized as incompetent groups 
caught up iri mternal politics, unresponsive to their electors. From the public 
"" side, torporate management is seen as the unaccountable leadership of orga- 
nizations wKose very' stmctufe'^^^i^^^ with democratic institutions. 

These perceptions of double illegitimacy are the death knell to creativity 
in the management of complex interactions. With an unworthy adversary J 
one does not reach across to comprehend the other's mind-set except for 
tactical advantage. Every request for information is feared as a possible 
leverage point for intrusion. The channels for response become dominated 
by attitudes of defense, not cooperation. 

SHIFT IN MIND-SET 

Taken together, diversity and unpredictability, aggravated by a lack of mutu- 
al understanding which gives rise to a perception of illegitimacy, yield wood- 
en, unimaginative, and aggressively risk-aversive management of the 
relationship of corporations and the broader environment. But for a market- 
oriented economic sector to survive in as complex a society as ours, the 
impasse has to be broken. 

Public policy analysts, such as Charles L. Schultze in his book The Public 
Use of Private Interest {1911 )y have been offering constructive suggestions 
as to how the various publics, particularly government, can approach the area 
of social interaction differently. For our part, we would briefly like to de- 
scribe the shift in mind-set which we believe will have to occur on the 
business side, a shift toward which we are struggling at Cummins. 

There are, it seems to us, four basic premises on which a corporation's 
approach to the social and iKMitical environment should rest: 

1. - No corporation has an inherent right to exist. It wins its right by produc- 
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ing needed gocxls and services within the parameters set by law and accepta- 
ble conduct. In industry we have long accepted the fact that if a corporation 
cannot compete effeaively in the marketplace, it will fail; we are less ready 
to accept the fact that the justification for our existence depends also on 
meeting the requirements set by the societies in which we operate. 

2. Within such a view, the corporation is seen as both dependerit on and 
responsible to the full range of people whose lives it affects. A corpbratioh 
is best pictured, then, as having a full gamut of stakeholders with each of 
whom a constructive relationship must be established or negotiated. No 
group of stakeholders has a total claim to what constitutes appropriate con- 
duct of the corporation; but when the corporation’s activities impinge, stake- 
holders should have avenues of access to set forth their claims and to say that 
they are being hurt. In turn, the corporation has a responsibility to respond 
appropriately and to ensure that at the very least its activities do not diminish 
the health and welfare of those it affects. Its failure to do so sets up a social 
dynamic in which everyone loses. 

3. One important aspect of this stakeholder responsibility is the recognition 
that no product hzs an inherent right to the marketplace. Customers (the 
better informed, the better) have much to say about this! "But so also has the 
general public, especially as it expresses its will about the health, safety, and 
other environmental effects of the product. 

4. Each of these points has implications for the way in which corporations 
reach out to participate in social and political processes, especially the process 
of public policy formation. In pursuing its self-interest in these public con- 
texts, a corporation should not advocate any policy or practice which, after 
subjecting the issue to as much objective analysis as the corporation can 
muster, it cannot justify as being in the public interest. 

These premises by no means suggest that a corporation’s response to every 
social initiative or to every public policy proposal will satisfy its proponents. 
What they do require is that a corporation will seek to comprehend every 
stakeholder protest and proposal arising out of a sincere expectation or fear 
of existing or potential harm. It will assess who has the authority and compe- 
tence to determine the validity of the threat or the legitimacy of the expecta- 
tion. It will assess its own activities in the light of this competent judgment. 
Then, and only then, will it respond. 

It is at this point that the really hard work begins: the work of finding the 
optimal policy which meets the public need quickly and effectively and also 
takes account of how the patterns of redress, change, or additional effort will 
meet the rhythms of corporate technology development, human resources, 
and financial ca|mbility. The task of finding such a policy must be a coopera- 
tive venture between the corporation and those outside, whether communi- 
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ty , government, or a narrower group. A sorting out of who has responsibility 
for the various parts of the task must occur. And the issue must be caught 
and addressed so early in the process that lines do not harden and protection 
of careers and reputations does not replace the focus on substantive prob- 
lems. 

CONSTRUCTIVE RESOLUTION OF 
ISSUES 

We have been asked to describe several recent issues on which both Cum- 
mins and interested outside groups have each been able to reach across the 
gap and forestall the disintegration of trust and goodwill on which the 
constructive resolution of issues depends. 

Community Relations 

The first issue is a hometown one. Cummins's headquarters is in Columbus, 
Indiana, a city of about 30,000. With a workforce of 10,000 we are by far 
the largest employer in the area. Columbus is naturally intensely aware of our 
decisions, real and rumored. For several years it had been common knowl- 
edge that Cummins was in the early stages of planning a new headquarters 
building as part of a downtown revitalization effort. The plan had been 
delayed several times by other capital needs and by efforts to clarify the 
instructions to our architect. The city's leadership was naturally concerned 
to know the scope, nature, and likely completion date of the project. Would 
it be a Cummins facility only or part of a complex? Would the historic 
landmark in the middle of the site be preserved? Property values, plans of 
small business, public works projects, and the like would be directly affected. 
How great would the effects be? 

In the summer of 1977, just as we began to clarify our thinking, communi- 
ty discussion began to increase. The people of Columbus knew that they had 
a stake in our decision and wanted to know what the decision was. A host 
of internal management issues remained to be resolved, but it became clear 
to us that community interest was likely to turn to speculation and suspicion. 
Rather than fend it off, we decided to call together a full spectrum of com- 
munity leaders, not merely to tell them the unsettled state of our plans but 
conscientiously to ask their views on the role that a new office building could 
play in the community's evolution and on how that role could be enhanced. 
Representatives of our top management, along with our architect, listened 
for 3 days. The discussion was open and open-ended. We focused many of 
our own questions on those issues (almost all of which were yet to be 
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decided) on which we perceived the community impact of our building 
would be greatest. 

The sessions were extremely instructive. Many of our perceptions 
changed; the architect, Kevin Roche, incorporated a wide variety of the 
community’s suggestions into his plans. The community gained confidence 
that it had been heard and that all appropriate information had been shared. 
Hence, the ensuing 8 months before we were ready to make a public an* 
nouncement went smoothly. And when we presented our model publicly* ic 
was greeted enthusiastically. Our needs and those of the communicy had 
been met. An issue which could have created the animosity almost eotclcftiic 
to the major initiatives of any large institution living in the midst ol a 
relatively small population had been turned into a wellspring of trust on 
which we would draw for years to come. ^ 

Emissions Control 


The second issue relates to our product, the diesel engine. Diesel exhaust 
contains gaseous emissions regulated under broad administrative auchc^ricy 
granted by the Clean Air Act of 1970. But in 1975, when Congress bc^icau 
to consider amending the act, it decided to include in the statute itself much 


more specific instructions. The first version contained a series of provisic>rtS 
that we didn't begin to know how to meet. Worse, from our point of view, 
the proposed section seemed to have built in a collision course for govern 
ment and industry. We did not question the legitimacy of strenuous leg^iski” 
tion; we publicly stated that our product should meet governmentally 
established criteria of social responsibility as the condition for remainiriK 
the market. 

But we and others in the industry recognized that the appropriate 
0 the legislation were certain to be undermined by both its form and its 
content. Rather than take our stand on that issue, however, we decided to 
try to figure out what legislation would get the job done. We wanted legisla^ 
tion that would create a competitive environment that would produce re* 
duced emissions while satisfying the diversity of other social goals (fuel 
economy inflation) which constitute the public interest in the manufacture 
an use of heavy-duty engines. After laborious eflfort, which drew heavily ou 
human resources, we evolved such a strategy. We 
bilitv rl ^ tough the specific issues of where government s respoosi- 
incenrivpQ^^ threats and setting standards and of whai 

effective corporate re- 

sponse. Only then did we go to Washington. 

more^en^ronmln?ll^’^^**^°"^ which housed the 

arHvalXTeTCLr^k " T 

. When congressional people recognized that 
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our approach was significantly different from the one which had inspired so 
much government-industry animosity since 1970, they took another look. 
Some congressional staff members who were attracted to our arguments 
began efforts to turn the strategy into legislative language. And when the 
issue finally came to a vote in committee, the approach, with relatively little 
emendation, was adopted unanimously. Two years later, it was law. Consist- 
ent and persistent effons to explain the approach lay behind this decision. 
Trust levels did not rise easily, but they did rise. And the industry, Congress, 
and the Environmental Protection Agency (EPA) evolved an atmosphere of 
mutual respect which we hope will carry through to the actual regulation- 
setting process and stand the test of the many even more complex environ- 
mental issues involving heavy-duty engines which lie before us in the next 
years. But more important than the cooperation are the anticipated results: 
engines which most efficiently and cost-effectively do their societal work 
without threatening public health. 

Employee Privacy f M '("C 

The third issue, employee privacy, is different in that it relates to the public's 
concern about how corporations respect the dignity of their own workers. 
Public concern about the privacy issue was first aroused by the proliferation 
of records, technological advances in record processing, and allegations 
about governmental invasions of privacy. By 1974 it became clear that public 
attention and governmental regulation would soon shift to the private sec- 
tor’s record-keeping practices. Governor Otis R. Bowen of Indiana, in re- 
sponse to several early legislative initiatives, formed a state commission on? 
privacy, and I (Henry B. Schacht) agreed to chair the nongovernmental - 
record-keeping subcommittee. For unrelated reasons coincident with the 
formation of the commission, Cummins decided to computeri 2 e its employee 
records. The two events were soon to be interrelated. 

To sort through the issues, the commission’s subcommittee sought out 
both representatives of diverse private-sector institutions to explain their 
record-keeping procedures and any or all individuals or their representatives 
who were likely to have experienced private-sector invasions of privacy. We 
found little actual abuse but enormous potential for abuse. At the same time, 
utilizing the data and principles gathered in these public sessions, our person- 
nel, systems, and corporate-responsibility groups developed ways of modify- 
ing Cummins’s evolving human-resources record system to avoid these 
privacy threats. In mid-course the Cummins manager handling this project 
made a presentation to the subcommittee, whose reactions provided an op- 
portunity for further refinement. 

The result is that at almost no additional cost Cummins has a record system 
which is likely to require little or no modification when legislation evolves 



32 Corporations & Their Critics 


in this area. We might note that both the subcommittee’s report and the 
principles and methods we have utilized at Cummins have been picked up 
by the Privacy Protection Study Commission in Washington and by legisla- 
tors attempting to devise legislation. We are hopeful that the legislation will 
require a lower business-sector investment, in part because of the relative 
simplicity, effectiveness, and efficiency of the system which evolved from 
these multiple interactions between the corporation and its social-political 
environment in Indiana. And most important, our employee stakeholden 
know this system and accept it, and their privacy is better protected because 
of its adoption. 

These three examples are the ones whose processes we are trying to 
emulate and re<reate in the increasing pace and widening scope of our 
interactions with the broader environment. We expect protest and political 
decision and regulatory requirements to keep coming and often to seem 
unwelcome and strange. But, if nothing else, the positive examples may keep 
us aware that it is at least possible for the present and potential claims of 
broader publics to be integrated into the kind of management with which we 
are most familiar. When corporations and the external constituencies can 
learn to live by and with the rhythms natural to each, not only will the crisis 
of institutional confidence ease, but the quality of life for each of us, manager, 
governmental official, and advocate — citizens all, will be significantly im- 
proved. 
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Ever since the development in the late nineteenth century of the corporation 
as the dominant instrument for conducting business in the United States, 
Americans have been concerned about the role played by business executives 
and corporations in politics. This concern has been translated into legislative 
action prohibiting the use of corporate funds in political campaigns while 
permitting the establishment of corporate political action committees 
(PACs), as well as restricting the amount of individual and group contribu- 
tions to candidates and mandating full disclosure, including the identification 
of the occupation and principal place of business of larger contributors. 
Despite the enactment between 1971 and 1976 of three reform laws to 
regulate political contributions and expenditures and to provide for some 
public financing of presidential campaigns, Americans are still uneasy about 
business influence in politics. In May 1977, for example, pollster Louis Harris 
reported that “most Americans are very wary of any kind of corporate- 
related contributions to political campaigns.’' i 

In the past business executives and politicians alike were generally secre- 
tive about campaign contributions. Neither wanted to give the public the 
impression that senators, representatives, governors, mayors, or even Presi- 
dents could be influenced by those who gave financial support to their 
campaigns. Until the 1970s federal election laws were so vague and enforce- 
ment was so lax that there was usually little difficulty in hiding campaign 
contributions. Sometimes money was siphoned off from corporate funds and 
put into political campaigns. Occasionally, corporate executives were given 
bonuses with the explicit understanding that the aftertax balance would be 
contributed to campaign funds. Some few executives were assigned to work 
on campaigns while remaining on corporate payrolls. More often, slush funds 
were set up under various facades, and money was secretly dispensed from 
them, frequently in cash, to candidates. In general, the public did not know 
precisely what was going on, but the business executives and the politicians 
did, and neither side forgot when showdowns occurred on Capitol Hill or 
in executive departments and agencies. 

WATERGATE REVELATIONS 

It was not until the Watergate scandals, however, that Americans got some- 
thing approaching a full view of the way in which many businesses went 
about financing political campaigns. A total of twenty-one corporations or 
their executives, or both, were indiaed in 1973 and 1974 for illegally 
contribudng corporate funds to political campaigns.^ Most of the money 
went to the Nixon reelection campaign before the 1971 reform legislation 


1 Harris survey. The Washington Post, May 31, 1978. 

2 For an extensive discussion, see Herben E. Alexander, Financing the 1972 Election, D. C. 
Heath and Company, Lexington, Mass., 1976, pp. 513-528, 708-710. 
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tcx)k effect in April 1972, but smaller contributions were made by some of 
these companies to Democratic candidates as well. The companies included 
such major corporations as American Airlines, Ashland Oil, Braniff Airways, 
Goodyear Tire & Rubber Company, Gulf Oil Corp., Minnesota Mining and 
Manufacturing Company, Northrop Corp., and Phillips Petroleum Co. For 
the most part, the companies or their executives pleaded guilty or nolo 
contendere and were fined. Several of the executives involved were forced 
by their companies to resign or to retire early, and some returned corporate 
money. The rest remained with their companies. 

Most of the corporate executives who were solicited were approached by 
either Maurice Stans, who had resigned as Secretary of Commerce to head 
the Finance Committee to Re-elect the President, or Herbert Kalmbach, a 
California lawyer who was Nixon’s personal counsel. According to the solici- 
tors, it was never suggested to any corporate officer that an illegal contribu- 
tion be made. The manner of solicitation was to ask a corporate official to 
“pass the hat” among executives and higher-level employees. A number of 
corporations fraudulently channeled corporate moneys on their own before 
delivering them or converted them into cash without any known participa- 
tion in the process by Nixon campaign officials. The actions apparently were 
exclusively corporate actions. Some of the corporations were small, privately 
owned companies. Contributions of corporations involved in the indictments 
ranged from a few thousand dollars to $150,000. 

To disguise, or “launder,” the use of corporate funds as campaign contri- 
butions, the companies most frequently resorted to channeling the money 
’ through foreign operations and distributing it in cash. American Airlines ran 
its $55,000 contribution through the Swiss bank account of a Lebanese agent 
and charged it off as a “special commission” in connection with the sale of 
used aircraft to Middle East Airlines.” Minnesota Mining and Manufactur- 
ing, which gave the Nixon fund $30,000, laundered its money through a 
Swiss attorney who submitted false billings for his services. Goodyear Tire 
Sc Rubber used an account maintained in a Swiss bank for rebates received 
from foreign manufacturers buying Goodyear supplies. Braniff Airways 
made a bogus payment to an agent in Panama to arrange its $40,000 illegal 
contribution to the Nixon campaign. The $100,000 Gulf Oil contribution 
to the Nixon campaign was arranged through a Gulf subsidiary in the Baha- 
mas and charged to the firm s ‘ miscellaneous expense account.” Ashland Oil 
used an oil-drilling subsidiary in Gabon to launder its $ 100,000 contribution. 
American Ship Building Co. and its chairman, George M. Steinbrenner III, 
admitted arranging various contributions through illegal schemes that includ- 
ed giving fictitious bonuses to loyal employees along with lists of committees 
to which they should make donations (the donations were smaller than the 
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bonuses so that the bonus recipients’ taxes would be covered). Both the 
company and its chairman were fined. 

POLITICAL FUNDS 

The revelations stemming from the Watergate scandals led to the discovery 
of long-standing secret political funds maintained by corporations and illegal- 
ly financed with corporate funds. Among companies with such funds were 
Minnesota Mining, Gulf Oil, and Firestone Tire & Rubber Co. In a detailed 
accounting made in June 1978 to settle a civil suit filed by the Securities and 
Exchange Commission (SEC), Claude C. Wild, Jr., who was Gulf s Washing- 
ton lobbyist from I960 to 1973, said that he had available to dispense for 
political purposes “approximately $200,000 a year.” Most of the money 
went to politicians from oil-producing states, and the recipients ranged from 
Lyndon B. Johnson, when he was a senator and Vice President, and Jimmy 
Carter, when he was governor of Georgia, to Judge Leander Perez, the 
political boss of Plaquemines Parish, Louisiana. Former Sen. Hugh Scott of 
Pennsylvania received $10,000 a year from 1964 to 1973. From 1970 until 
his retirement from the Senate in 1977 Scott was the Senate minority leader. 
Wild gave money to Washington politicians even though he often did not 
know how it was to be used. “Politicians have got all kinds of problems,” 
Wild testified. “They’ve got deficits, they’ve got entertainment expenses, 
they’ve got cars to buy, kids to educate, fur coats to buy, mistresses, I 
suppose, to take care of, any number of things. When you make a transfer 
of money from one person to a politician or an agent, you are never really 
sure what it is for. ”3 In Scott’s case, its use never has been made entirely clear. 

In at least one instance, some of the money earmarked by a corporation 
for political purposes never got to the politicians. In March 1978, Robert P. 
Beasley, who was Firestone’s $200,000-a-year executive vice president for 
finance when he was forced to retire in 1976, pleaded guilty to charges that 
he had used for personal expenses money that was intended for political 
campaign contributions. He admitted using a “material portion” of $493,- 
000 in corporate funds for his own expenses from 1968 to 1972. Beasley,-- 
who was retired on a monthly pension of almost $10,000, was sentenced in 
June 1978 to 4 years in prison and fined $14,000.^ 

No one knows how widespread the corporate practices exposed by the 
Watergate investigations were, but the involvement of large companies and 


3 Stephen M. Aug, “Ex-Gulf Lobbyist Claude Wild Tells How He Spread Millions,” The 
Washington Scar, June 2, 1978. 

4 Arnold H. Lubasch, “Ex-Firestone Officer Admits Fraud,” The New York Times, Mar. 1, 
1978; “Ex Officer of Firestone Gets 4-Year Jail Term,” The New York Times,}\ine 1, 1978. 
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their top officers in the illegal use of corporate money for political contribu* 
tions has unquestionably increased public suspicion of business involvement 
in politics and has made corporations hesitant about their role in political 
affairs. Reformers look on the Watergate revelations as the tip of an iceberg; 
spokesmen for business note that only a handful of the nation’s corporations 
were involved in illegal domestic contributions. 

Of course, most corporations behaved differently, and some turned down 
the Nixon campaign, just as they sometimes reject solicitations by others. The 
author knows of a major corporation whose president refused to make any 
contributions to the Nixon campaign. He took that position because (1) he 
knew that Nixon had already raised $20 million, which he thought was quite 
enough; (2) the request for a contribution came early in the spring of 1972, 
and he did not know who Nixon’s opponent would be; (3) he did not 
consider anonymity important, even though it was permissible at the time, 
since he believed in disclosure; (4) he did not want to devote the staff time 
necessary to put together a large contribution by passing the hat for legal 
contributions; and (5) it never occurred to him to consider using corporate 
or illegal funds. 

This analysis was rational, was marked by responsibility to stockholders, 
and was guided by ethical standards. Corporate behavior does not differ from 
any other form of human behavior if it is tempered by considerations of 
responsibility, legality, and morality. That some corporate managements 
succumbed to solicitations and adopted illegal means of giving while others 
did not reflects differences in both the individuals involved and the corporate 
structures. As will be seen, many companies have since devised corporate 
structures and procedures to overcome human failings. Many who refused 
to give in past years exhibited strong feelings and felt secure enough to 
decline. Many who yielded to solicitation by using corporate funds in viola- 
tion of a long-standing law were insecure personally, or worried about what 
their competition was doing, or were concerned about possible governmen- 
tal reprisals, or were ideologically motivated on an emotional rather than a 
rational basis. 

Illegal or questionable corporate contributions also found their way to 
political funds and other sources in foreign countries, and a survey completed 
in 1978 by Charles E. Simon Co., a Washington research agency, showed that 
companies disguised illegal or improper payments (which the companies felt 
that ffiey had to pay to get foreign business) in ways ranging from dummy 
invoices and infl.ated expense accounts to fictitious legal and consulting fees 
and phantom contributions to trade associations.5 The Investor Responsibili- 

5 Judith Miller, ’‘Study of Questionable Payments Accents Involvement of Officers,” The New 

ork Times, Feb. 15, 1978; Cteborah Rankin, “Accounting Ruses Used in Disguising Dubious 

Payments,” Uie New York Times, Feb. 27, 1978. 
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ty Research Center has reported numerous efforts by shareholders to get the 
annual meetings of corporations to adopt resolutions aimed at preventing 
further illegal or improper use of corporate funds for political purposes. Most 
of the resolutions have received insubstantial numbers of votes at the meet- 
ings, and none are known to have been approved by stockholders.*^ These 
resolutions have generally been opposed by management as unnecessary, but 
they have served to prod companies into adopting their own guidelines for 
political activity. 

CODES OF ETHICS 

In 1978 the Foundation of the Southwestern Graduate School of Banking, 
which is part of Southern Methodist University, reported the results of a 
survey of ethical-policy statements of corporations. ^ Of seventy-nine compa- 
nies responding, only two said that they did not have a corporate code of 
ethics. The two, Crocker National Bank and Champion International Corpo- ^ 
ration, said that they believed there was no difference between corporate and ^ , 
personal ethics and no need for business codes of ethics because most people / 
and corporations behaved properly. 

Typical sections of business codes affecting politics prohibit slush funds 
and secret accounts and require clearance with the chief executive officer for 
the use of corporate funds for political purposes. (Although corporate funds 
may not be used in federal elections, twenty-one states permit their direct use 
in state and local elections, twenty-four prohibit direct corporate contribu- 
tions, eight ban labor contributions, and five limit the amount of corporate, 
labor, or other group contributions. Those states which do not permit such 
groups to give directly do allow PAC activity on a voluntary basis.) The 
Allied Chemical Corporation’s code, for example, states: “No numbered or^i 
secret bank account shall be maintained by or on behalf of the company, in 
the United States or in any other country, nor shall any other bank or other 
account be maintained which is not fully accounted for on the company’s^ 
records and fully known and described to the company’s auditors.’’ The 
Coca-Cola Company’s code declares: “No funds or assets of the company 
shall be used for political campaign contributions, even where permitted by 
law, without prior written approval of the general counsel of the Coca-Cola 
Company and prior written authorization of the chief operating officer.’’ 


^ “Corporate Involvement in U.S. Political Campaigns,” Analysis C, Investor Responsibility 
Research Center, Washington, Feb. 23, 1976, pp. 1-4. 

7 Working Paper for the Southwest Assembly on Corporate Ethics and Governance, June 9-1 1 , 
1978, prepared by the Foundation of the Southwestern Graduate School of Banking, Southern 
Methodist University, Dallas, Tex. 
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In commenting on the new corporate codes of ethics, Leonard Silk noted 
in The New York Times: 

^ The corporate reformation will be enduring only if statements of ethical 
standards are matched by the building of institutions and procedures within the 
corporation to insure that the standards are enforced. This will involve 
strengthening the independence and oversight powers of boards of directors 
and their audit committees. It will involve improving the flow of information 
to the board and up and down the organization. It will also require establishing 
oversight and review committees at different levels. Perhaps most important, 
it will mean supporting, encouraging and rewarding those individuals who 
express their own ethical values and who are willing to expose wrongdoing 
within the corporation, even when thi^is painful to the company’s short-run 
financial interestt.^ 


NEW CASES 


One would have presumed that in light of the Watergate prosecutions most 
corporations and business executives would be extremely careful in the way 
in which they make campaign contributions, but a later generation of cases 
emerged. They were brought under the Federal Election Campaign Act^ and 
were handled primarily by the newly created Federal Election Commission 
(FEC), which is charged with responsibility for civil violations of the act and 
thus shares election-law enforcement with the Department of Justice, whose 
jurisdiction extends to criminal violations. The FEC, unlike the Watergate 
Special Prosecutor, is an ongoing organization which will continue to investi- 
gate and prosecute violations of federal law, and it has a host of matters under 
review at all times. Many matters, including some alleged corporate viola- 
tions, have been closed without further action, some have been settled with 
conciliation agreements, and others have resulted in findings of probable 
cause and decisions to prosecute. 

Two matters which went the conciliation route in June 1978 involved the 
Committee for Jimmy Carter and the National Bank of Georgia. Carter’s 
1976 campaign committee arranged for his use of an airplane belonging to 
the National Bank of Georgia. The Bert Lance hearings revealed that the 
bank had never billed the committee for the flights and therefore had not 
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been paid until August 1977 (the matter was then under review), when a 
belated payment was made. The FEC found probable cause to believe that 
the flights constituted an in-kind contribution by the bank. The committee 
agreed to pay a fine of $1200, the approximate market value of the flights, 
and promised to avoid similar violations in the future. The bank, which had 
also arranged for flights by Democratic National Committee officials, agreed 
to pay a fine of $5000 and made a similar promise, 

Two other cases illustrate the range of matters handled recently by the 
FEC, from relatively minor, unintentional violations of the new and unsettled 
law to offenses of a much more serious nature. In the first of these, which 
was resolved through conciliation, the Okonite Company paid a small fine 
in a closely reasoned case decided on a narrow point of legal interpretation. 

In the second, however, J. Ray McDermott & Co., the world^s largest 
builder of offshore oil rigs, in February 1978 pleaded guilty to criminal 
charges of making two illegal campaign contributions to two members of 
Congress, one in 1974 and one in 1975, while Watergate-conneaed cases 
were in the news. The case, brought by the United States Attorney in New 
Orleans, also involved racketeering, bribery, and fraud charges, to which 
McDermott pleaded guilty. The company was fined $1 million on all char- 
ges. 12 

NEW LAWS ■ - ■ ^ c. v-""' 

The rules and regulations involving corporate and union behavior in relation 
to political contributions and fund raising today are more precise than ever 
before. Paradoxically, they also sanction much greater freedom for both 
corporations and unions. The new laws and the regulations stemming from 
them evolved from legislation passed by Congress in 1971, 1974, and 1976 
and from several key U.S. Supreme Court decisions during the 1970s. The 
laws and regulations are less ambiguous than the laws in effect prior to 1972. 

The Federal Election Commission, a six-member bipartisan and indepen- 
dent agency, oversees the new eleaion laws, issuing regulations and advisory 


10 Federal Election Commission, In the Matter of Committee for Jimmy Carter, ]\ine 21, 1978, 
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opinions that interpret them and publishing repons and analyses of political 
spending. All PACs must make detailed reports to the Commission. 

The other major changes made by the legislation of the 1970s drastically 
limited individual and political committee contributions to presidential can- 
didates and candidates for the Senate and the House of Representatives and 
spelled out specific rules under which PACs, relying only on voluntary 
contributions, could be operated by corporations, unions, and associations. 
Under the law an individual is limited to a $1000 contribution to a federal 
candidate in a campaign (primary or general election) and a total of $25,000 
in political contributions relating to federal candidates during a calendar 
year. A Pi^ can contribute up to $5000 to a federal candidate in a single 
campaign, or a total of $10,000 in primary and general elections combined. 
No cash contributions in excess of $100 are allowed, and all contributions 
of more than $ 100 must be covered by a report providing the name, address, 
date, amount, occupation, and principal place of business, if any. 

The legislation of the 1970s made no change in the long-standing but 
heretofore ill-enforced prohibition against the use of corporate or nmon 
funds in fedexid elections. But one significant change was made: to pernriit 
use of the treasury funds of both corporations and unions to set up and 
administer a PAG and to solicit voluntary contributions to it. Regarding 
voluntary contributions, the law specifies that neither money nor anything of 
value may be secured by physical force, coercion, financial reprisal, or threats 
thereof; or as a condition of employment or membership in a union. 

Company committees can seek contributions only from stockholders and 
executive ^d administrative personnel and their families. Labor union PACs " 
can solicit contributions only from union members and their families. How- 
ever, twice a year union and corporate PACs are permitted to._seek contribu- 
tions by mail only from all employees not otherwise available to them for 
solicitation. A trade association or its PAC can solicit contributions from^ 
stockholders and executive or administrative personnel or the association’s 
member corporations if such solicitation is separately and specifically aj>- 
proved by the corporation, but a corporation cannot approve such solicitation 
by more than one trade association in any calendar year. The law also restricts 
the proliferation of membership organizations and corporate and union 
PACs. All PACs established by a company or an international union are 
treated as a single committee for contribution purposes. Most important, 
corporate, union, and association officials can determine how the money 
collected should be used within the limitations of the law. Some companies 
make certain, however, that their contributions are bipartisan. Others pro- 
vide trustee arrangements whereby an employee can designate in confidence 
a candidate or party of his or her choice. The company conveniently offers 
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payroll withholding of the amount and maintains the confidentiality of who 
gave how much to whom. 

DEVELOPMENT OF PACS . 

For business executives, the potential of the PAC movement is the most 
important result of the reform legislation of the 1970s. By the autumn of 
1978 a total of 821 corporate PACs were registered with the FEC. Registra- 
tions of trade associations, membership organizations, cooperatives, and cor- 
porations without public stock totaled 582. Some 281 labor union PACs 
were registered. The increase in corporate PACs has been dramatic, more 
than quintupling their number between 1974 and 1978. 

In 1978 the PACs together raised $80.5 million and spent $77.8 million. 
Trade, membership, and health PACs led in direct contributions to federal 
candidates with $11.5 million. Labor PACs followed closely with $10.3 
million, and corporate PACs contributed $9.8 million. More than 60 percent 
of corporate PAC money went to Republican candidates. In contrast, some 
95 percent of labor PAC money went to Democrats. The two largest spend- 
ers among business association committees were the PACs of the National 
Association of Realtors, with $1.1 million contributed to federal candidates, 
and the National Automobile Dealers Association, with $975,675. Large 
contributors among corporate committees were those of the International 
Paper Co., with $173,056, and Standard Oil Co. (Indiana), with $154,800. 
Leading labor PACs were the United Automobile Workers, which contribut- 
ed $964,465 to federal candidates, and the AFL-CIO’s COPE, which gave 
$920,841.13 

The number of corporate PACs is expected to continue to grow, a devel- 
opment that is filled with irony. Labor officials urged legislation beyond the 
rules for the establishment and operation of PACs, little realizing that it 
would become a cornerstone for political activity by business executives. A 
section of the law prohibited government contractors from making direct or 
indirea contributions. Because some labor unions had worker-training con- 
tracts, labor officials agreed with business lobbyists in 1974 to seek a relax- 
ation and clarification of the law to permit government contractors to be 
treated in the same way as noncontracting corporations and unions. Thus the 
1974 amendments permitted large defense and other contraaors to use 
corporate funds for establishing and administering their PACs and for fund- 
raising purposes, and many of the largest corporations in the United States 
have done so. 


Federal Election Commission, "FEC Releases Year-End 1978 Report on 1977-78 Financial 
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the White House and the Congress. This political pragmatism irritates 
Republican leaders and such business spokesmen as Fred Radewagen, direc- 
tor of governmental and political participation programs for the Chamber of 
Commerce of the United States, who say that business PACs should take 
more risks with their money. '‘They should contribute it,'* says Radewagen, 
“to worthy challengers who, given adequate financing, might be able to 
unseat nonbusiness-oriented incumbents in either primaries or general elec- 
tions. ’’^5 Such exhortations reflected reality when spoken in 1977 and early 
1978 because Democrats led Republicans in receiving corporate PAC gifts 
at that time. Yet in both the 1976 and the 1978 elections Republicans 
received substantial contributions in the late general-election periods, and 
over the 2-year election cycles they received more money from business 
sources than did Democrats. 


FUTURE TRENDS 

Nothing is static in either business or politics, and there will continue to be 
pressures to change the law — to fine-tune it, if not to change it substantially. 
Common Cause and other reform groups will continue to press for public 
funding of congressional campaigns, but the defeat of such legislation in the 
Senate in 1977 and in the House of Representatives in 1978 and 1979 would 
seem to indicate that the extension of funding to congressional races is still 
remote despite President Carter’s support of it. In addition, political reform 
movements tend to be cyclical. The current effort, which is a decade old, 
appears to be running out of momentum, and a backlash may well be in the 
making. 

Further reforms, however, could stem from the growth of PACs. Edwin 
M. Epstein has posed a situation in which organized labor continues to 
contribute by way of its PACs and corporate and other business-related PACs 
match or exceed labor dollars. He says: 

[W]e may, arguably, be reaching a point where too much money is emanat- 
ing from these sources. This would be particularly the case if their contributions 
proved to be redundant — supporting incumbents with little “risk capital" ex- 
pended on challengers — thereby perpetuating the Congressional status quo. 

This projeaed avalanche of dollars is less a problem on the labor side given 
the realistic outer limits to union fund-raising capabilities[;]. . . such is not the 
case, however, on the business side. Arguably, among the greatest dangers 
facing the electoral system is the possibility that business firms may become too 
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effective in their PAC formation and money-raising-dispensing activities. The 
possibility of 1500 PACs each contributing $75,000 ($112.5 million) to candi- 
dates is more than the electoral process can bear without at least the appearance 
if not the reality of contamination of the independence of the officials elected 
under it.^^ 

Such developments may be well into the future. Rates of participation and 
amounts raised vary tremendously, some PACs producing few dollars and 
others relatively more. Results depend upon the degree of commitment of 
management, the extent of solicitation, the newness of the program, and the 
procedures used. Cynics say that those with higher returns must be exerting 
some pressure. But however much a single PAC raises, there is huge poten- 
tial in the aggregate because most corporations have not yet established 
PACs. Their establishment could pose awesome problems if it occurs, given 
American attitudes towards so-called special-interest influence in the political 
process. 

The growth of special-interest lobbying in Washington has already led to 
legislative efforts to require lobbyists to make more extensive reports on 
their aaivities. The lobbying law approved by Congress in 1946 required 
lobbyists to register only if their ‘‘principal purpose” was to try to influence 
legislation, and as a result few have registered or filed meaningful disclosures 
of their spending. Proposed legislation would strengthen the law and vest 
authority in the Comptroller General to administer and enforce it. Business 
groups have been opposed to the proposal, arguing that it would violate their 
constitutional rights to express their views. The American Civil Liberties 
Union also has opposed the legislation on First Amendment grounds. In 
1978, at the request of Congress, the Internal Revenue Service reviewed its 
regulations involving the tax-exempt stams of institutional advertising that 
some members of Congress consider to be grass-roots lobbying and thus not 
tax-deductible. 

Grass-roots lobbying by mail or by telephone networks has been used 
increasingly by both so-called special-interest and public-interest groups. It 
has become very sophisticated and at times is very effective. As restrictions 
on political campaign activity have been enacted and enforced, this weak link 
in the chain of influence in the decision-making process has been found and 
is being exploited. 

Improved lobbying has resulted in part from the increased allocation of 
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corporate resources to the public policy area. To replace the ‘"bagmen" and 
the golf-playing lobbyists, some corporations now have policy-planning divi- 
sions staffed by people well trained to write position papers that decision 
makers should consider worth reading, to draft legislation, and to undertake 
future research into emerging issues. The posture is more issue-oriented than 
person-oriented and is an attempt to stake out positions that are defensible 
and public-spirited, not simply demands for more. Complementing a person- 
oriented PAC, a corporation thus seeks to relate its business concerns to the 
environment and society in which it operates. 

There is danger, clearly, in our pluralistic society if groups are overly 
restricted in their political activity. The three most significant events of the 
last two decades — the civil rights movement, the Vietnam peace movement, 
and political reform — originated in the private sector, where the need for 
action was perceived and where the needed organi2ation was accomplished 
to carry it out. Government reacted but did not initiate the activity, and 
government was part of the problem in each case. Hence, there is a strong " 
case for the continued existence of interest groups, which are aggregations 
of like-minded people whose political power is enhanced by combining 
forces. Without groups, individuals in mass society are atomized and ineffec- 
tual. The First Amendment guarantees the right of association, and individu- 
als take cues from groups with which they identify; the groups, in mrn, are 
anxious to give them political guidance. 

It is important, also, to retain some degree of private giving in the elector- 
al system. For the citizen, the act of giving to the candidate or groups of his 
or her choice, even if only a small amount, instills a sense of panicipation in 
the political process. For the candidate, the need to meet with potential 
donors and solicit their contributions can provide a feedback on the concerns 
of the eleaorate that is both more immediate and more personal than that 
provided in many other campaign activities. This feedback tends to make 
candidates more attentive and government more responsive. 

In this environment, the business community is learning political impera- 
tives and the true meaning of competition in the political arena. At the same 
time that the business community seeks deregulation or lesser regulation in 
the economic sphere, it surely will pursue relaxation of government regula- 
tion of the political and electoral processes as well. But deregulation in the 
political sphere will come at a time when corporate political activity is increas- 
ing, triggering responses from labor, reformers, and others that may call for 
more, not less, government regulation of politics. 
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The newly elected board chairman of a large metal-fabricating company was 
giving one of his first press interviews since moving into his big new corner 
office. I had just asked him what, if anything, he would do differently from 
his predecessor (let’s call him Fritz), who had retired a few months earlier. 
The answer: ‘The company will be run just as though Fritz was still sitting 
behind this desk. We have our policies, and they won’t change.” I scribbled 
his answer in my reporter’s notebook. 

At that moment one of the new chairman’s top aides, looking perplexed, 
stepped into the office. “This situation has come up,” he said, showing his 
boss some papers. ‘‘How do you want me to handle it?” The chairman took 
a fast look, then in a few words described what he wanted done. The aide 
looked at him questioningly. ‘‘You know,” he said, pointing to one of the 
options he had presented, ‘‘Fritz usually did it this way.” ‘‘Damn Fritz,” said 
the new chairman. ‘‘I’m running this company now, and we’ll do it my way.” 

The incident represents in unusually graphic fashion the difference be- 
tween what business executives often tell the press and what they are really 
thinking or doing. The metals executive had blandly assured me that he 
would be following the policies of his predecessor. Then, apparently without 
considering or caring how the turnabout would look, he clearly indicated 
how hollow that statement had been. 

What does this incident signify? A couple of things: first, my inquiry was 
naive, and I try not to ask that sort of broad question anymore. More 
important, the response indicates a son of mind-set that I have perceived on 
the part of business executives during interviews. 

CORPORATE RESPONSES 

On the basis of my years of reporting, I think it is fair to say that business 
executives seldom divulge to the media anything that doesn’t suit their 
purposes. They usually evade tough questions or give bland answers. Many 
of them resent having to spend dme giving interviews even when they 
acknowledge the necessity to do so. They often are scornful of the lack of 
knowledge of their companies and their industries that reporters display, 
usually with good cause. And they are hypersensitive to even the slightest 
criticism that finds its way into a published story about them or their compa- 
nies. 

Their attitude has not changed significandy during the time I have worked 
at the Boston Herald as a business reporter and as financial editor (in the 
early 1960s); as editor of a daily trade newspaper, American Metal Market 
(in the mid-1960s); for years as a business and financial reporter and 
sometime editor at The New York Times; and since 1978 as an economic 
affairs correspondent for NBC News. If anything, now in the post-Watergate 
era, when journalists are busily scurrying around the world investigating 
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An example: several years ago, I was researching a major piece on a large 
advertising agency that was having serious earnings problems and was losing 
big accounts. I looked carefully into the background and operating style of 
the chief executive and came across a curious fact. At about the time when 
he entered the communications business he changed his name. Shedding a 
funny-sounding family name, he took a flashy show-business name. What to 
do? Clearly, this information would be interesting to readers. It had never 
been printed. It was true (the executive confirmed it during an interview). 
But was it relevant? Ultimately, I decided against using it. Although it would 
have been widely read and certainly gossiped about, it was not important to 
the story. 

As it was, I already planned to call attention to the company's poor 
performance, but the chairman’s name change was hardly important to the 
running of the company. If he had been a heavy drug user or an alcoholic, 
that would have been relevant. But I decided that disclosure of the name 
change would cause him and his family considerable anguish without advanc- 
ing the story. So I didn’t use it. 

In other instances, however, I have used material that has been distressing 
to the executive in question. When I wrote about Andre Meyer of hazard 
Freres & Co., for example, I mentioned that he had close links with the 
Kennedy family and was said to have drawn up Jacqueline Kennedy's mar- 
riage contract with Aristotle Onassis. I also told about the vitamin shots he 
took to bolster his health. That’s not the sort of material that is ordinarily 
found in a business story, but it seemed relevant. Meyer’s advanced age, in 
particular, and consequently his health were important factors in any assess- 
ment of his investment banking firm. 

PREPARING FOR AN INTERVIEW 

Over the years, I have observed an inverse relationship between the critical 
namre of the questions asked of a company and the company’s willingness 
to provide answers. That’s not surprising, but it’s worth stating. 

For example, if I want to know about a company’s new products, its 
contributions to charities, or the outside direaorships held by its president, 
all I have to do is call its public relations department. An inch-thick packet 
of material will be on my desk within hours. But if I want to know why the 
president has suddenly and unexpectedly resigned, why a seemingly profita- 
ble product has abruptly been withdrawn from the market, or why company 
executives have contributed so much to the campaign of a particular politi- 
cian, the flow of information dries up. 

That’s why I have learned to go into interviews loaded for bear. Before 
I approach a company, I follow a predictable route. First comes a research 
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phase. That consists of obtaining from the research library every story that 
has been written about the company and its oflScials in the Times or in other 
newspapers and magazines. If books have been written about the company 
recently, I read those too. 

Next comes the preliminary reporting phase. In effect, I am working my 
way from the periphery toward the object of the story. I call securities 
analysts on Wall Street, former executives of the company, competitors, labor 
unions, and suppliers — anyone who knows about the company and will talk 
to me. Sometimes the discussions are off the record, sometimes they can be 
quoted (though not always for attribution), and sometimes they are fully on 
the record. 

During this phase, I find out such things as the operating style of top 
executives: whether they are martinets or gende prodders and how they get 
things done. I learn which products were disasters and how they got that way. 

I find out which Securities and Exchange Commission (SEC) actions were 
most painful and whether the company has been in serious trouble with the 
Federal Trade Commission (FTC). I check to see whether the company*s 
profit margins are in line with those of the rest of the industry. In the 
meantime, I study the company’s proxy statement, its annual report, and 
various SEC documents such as Form 8-K and Form 10-K. Sometimes I look 
at documents which specify how much of the company’s stock its officers have 
bought and sold. 

Drawing on this information, I decide what questions I want to ask during 
interviews with the company’s executives. In some instances, I am looking 
for confirmation of material that I have dredged up elsewhere. Sometimes, 
I simply want to give individuals a chance to comment on allegations that 
have been made. 

In most cases, failure to do that sort of homework results in bland, almost 
useless interviews. But even thorough research is no guarantee. Some time 
ago I interviewed J. Paul Austin of the Coca-Cola Company, a longtime 
friend of Jimmy Carter. I had done considerable research and asked Austin 
one question after another about his relationship with the President. Even 
faced with information about specific meetings with the President, he refused 
to respond. From my point of view, however, such an interview at least gives 
an executive a chance to set the record straight. I have learned to hold back 
on probing questions until an interview is almost over, because when the 
questions get tough, you can be sure that interview time will run out quickly. 

Sometimes compames find it desirable to mislead journalists. One case in 
point: a few years ago, I learned that the International Telephone and Tele- 
graph Corporation (ITT) was about to name a new president. Harold S. 
Geneen had been serving as both chairman and president but had been under 
Pressure from Wall Street to name a successor. I called ITT and told a public 
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relations official that I was writing a story, to appear the following morning 
in the Times, identifying the new president. At first the official denied any 
knowledge of such a development. He then said that he had in front of him 
the agenda for the directors’ meeting the following day but that it included 
nothing about a new president. I said that we still were going to run the story. 
He then asked for a personal meeting. When I agreed, he rushed over to the 
Times and offered to give me an exclusive story about a pending divestiture 
if I would hold the story about the new president (which, as it turned out, 
was to be announced with great fanfare the following day, complete with 
press kits, biographies, and photographs). I said that I would be happy to 
accept the information about the divestiture and that we would run the two 
stories side by side. The public relations man left in a huff. 

EFFECTIVE REPORTING AND 
CORPORATE PUBLIC RELATIONS 

One of the keys to effective business reporting is access, and access to corpo- 
rate executives depends mainly on two factors. First is the relative clout of 
the news organi2ation that the reponer represents. When I was the editor of 
American Metal Market, a relatively small trade paper, it took me months 
to set up interviews with the heads of such powerful corporations as Beth- 
lehem Steel Corp. From my desk at the National Broadcasting Company it 
takes only hours, sometimes minutes. 

The second important factor is the relationship that a reporter has built 
up over the years with particular executives. Here are two extremes. During 
the early 1970s, I wrote story after story about ITT, which was then being 
buffeted by a series of scandals. During that period, Chairman Geneen never 
granted me an interview even though I made repeated requests. Word was 
passed to me that he believed he wouldn’t get fair treatment. On the other 
side of the coin are executives like the late Edgar B. Speer, chairman of 
United States Steel Corp., and Irving Shapiro, head of E. I. du Pont de 
Nemours & Co. In most instances, all I had to do was pick up the telephone 
and talk to either of them in person. With Speer, that was because of the fact 
that we had had many interviews over the years. He apparently felt comforta- 
ble with the way his remarks to me appeared in the Times. As for Shapiro, 
he is one of the most articulate and accessible chief executives in the country. 
He is comfonable with the press and knows how to deal with it. Consequent- 
ly, he does both his own company and big corporations in general a lot of 
good. 

A word about how many reporters perceive themselves will probably help 
business executives to understand them better. Most seasoned journalists 
believe that they have an obligation to get at the truth. More than that, they 
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ADVICE TO CORPORATIONS 

Specifically, what does a journalist expect, or at least hope for, from a corpo- 
ration? If 100 reporters were asked to provide a list, there would be 100 
different answers. But here is what I would like corporations to do: 

Acknowledge that the mindset of reporters is and should be different 
from that of business executives. This advice seems so obvious that it almost 
shouldn’t be stated. But time after time I have heard business executives ask, 
“Whose side are you on?” The answer is “Nobody’s.” 

Grant access to decision-making executives. That’s not as easy as it 
sounds. Executives are busy people, and they often are uneasy with the press. 
Many have been stung in the past. Some are wary of the “Mike Wallace 
treatment”: a microphone stuck under the nose. Documents are suddenly 
produced. A “Do you mean to tell me . . .?” type of question follows. The 
concern of these executives is understandable, but there is no substitute for 
having the chief executive available for interviews. In most corporations the 
chief executive is the only one with both the authority and the information 
to answer sensitive questions. The success of such interviews presupposes that 
the reporter has done his or her homework and will not be wasting the 
president’s time with elementary questions that could be answered by a 
lower-ranking official. 

' 3 v Be candid or at least honest. Clearly, a company is not going to bare its 
soul to every inquisitive reporter who comes along. The reporter must 
recogni2e that a corporation’s officials are paid to earn a profit for their 
shareholders, not to offer details of their successes or failures to newspaper 
or television reporters. Still, it seems to me that there are times when candor 
can serve a useful purpose. In an open, democratic society, built on the 
public’s right to know, corporations can hardly expect to be bastions of 
secrecy. And while no corporation can be expected to divulge its trade 
secrets, an open discussion with a well-informed reporter is not likely to hurt 
it. As for honesty, even a “No comment” is preferable to a lie. And as we 
have learned over the last few years, following hundreds of disclosures of 
corporate slush funds and illegal payoffs, corporations are capable of acting 
illegally and then lying about their actions. Cover-ups are not confined to the 
political arena. 

Avoid trying to buy the friendship of the press. Times have changed. 
Most journalists today are relatively well paid, at least by former standards. 
Many not only don’t want the bottle of scotch that companies send out at 
Christmas, they are offended by it. That’s not universally true, of course. 
Many companies still have a list of reporters who walk around with their 
hands out, but most would admit that the list is shrinking. Increasingly, 
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reporters are looking for access and candor rather than a free lunch. So don't 
make the mistake of trying to buy their friendship. 

5. Learn what motivates the press. In 1978 the Ford Foundation sponsored 
a 3 “day seminar at Princeton that was attended by more than a dozen of the 
nation’s top business executives. At a horseshoe-shaped table, they debated 
with reporters, editors, and publishers of some of the country’s leading 
newspapers, magazines, and television networks. Did they learn to love one 
another? Hardly. But they began to learn what makes the other side tick, and 
they aired some of their differences. That’s important. Business executives 
spend years learning about marketing, finance, production, and research and 
development, but in an age in which relationships with the media are more 
important than ever little has been done to educate them in that area. 

6. Treat reporters as professionals. They may not know much about your 
business, but they know a lot about their own or they wouldn’t be interview- 
ing you. Don’t write them off as fools because they don’t understand the 
intricacies of corporate tax procedures or the Eurodollar market. Your pa- 
tience in explaining such matters will work to your advantage when stories 
appear. 

Having made these points, I admit that the advice is largely self-serving. 
Clearly, there are times when a corporation simply doesn’t want to talk — 
when it is better served by keeping its corporate mouth shut and facing the 
consequences. There are also times when it finds itself dealing with unin- 
formed reporters or, worse, with reponers whose biases are so strong that 
nothing that business executives say is likely to alter the preconceptions or 
misconceptions that the reporters bring to the story. Finally, some reporters 
combine an arrogance and an ignorance so powerful that they can only 
poison the atmosphere for other journalists. 

ADVICE TO REPORTERS 

Having offered advice to corporations, I’d like to do the same for business 
reporters or for generalists in the media who find themselves dealing with 

corporations. 

1. Bone up on the subject. Elementary advice? Of course it is, but we often 
ail to heed it. Naturally, research is not always possible. Not every paper 
is The New York Times or The Wall Street Journal, with a large staff of 
specialists and days, sometimes weeb, to work on a story. Too often an editor 
sends a re|x>ner off to a corporation s suite with no more than a press release 

as background. And the reporter is expeaed to ask cogent, penetrating 
questions. 
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But usually there is time for the reporter to check the clipping files. And 
he or she can often make a phone call or two — to a securities analyst or the 
editor of a trade paper who follows the company or the industry closely. If 
there is time, the SEC public files can be checked. And the reporter can 
certainly read the company’s proxy statement and, it is hoped, the footnotes 
of its annual report. When I started out as a business reporter nearly two 
decades ago, I didn’t even know that the salaries and stock options of top 
corporate executives were routinely listed in proxy statements. It’s all in 
knowing where to look. 

^ 2^ Don*t go in with a chip on your shoulder. Be prepared to listen to the 
company’s side of the story. Ralph Nader and the Sierra Club aren’t always 
right, and the company isn’t always trying to pull the wool over your eyes. 
You earn your pay by trying to decide who is dissembling. 

3,. In any event, give the company a chance to comment. My rule is that 
the subjects of my stories should never be surprised by what they find when 
they pick up the paper or turn on the television set. They may be unhappy 
but not surprised. That’s true because I have told them in advance what’s 
coming and invited them to comment. Sometimes they do, and sometimes 
they don’t. That’s their choice, but at least they know what’s coming. 

4^ Don ’r be indmidated. Big companies are usually well connected. Not 
only can they threaten to cut you oflF from future information, but they can 
try to damage your reputation as a journalist. They can write letters complain- 
ing about you to your editor and publisher. They can try to discredit your 
stories, especially if these are tough and critical. They can attempt to discover 
and harass your sources. They can issue press releases denouncing you. 

Some reponers find all that hard to take. A few cave in and content 
jhemselves with writing pap. That doesn’t serve anybody’s purpose. 

C . 5^ Get it right. And if you don't, run a correcdon. Again, both of these 
pieces of advice are so obvious that they should not have to be stated. But 
they do. Don’t take chances with facts and people’s reputations. If you have 
the goods, print the information, but do your job responsibly and carefully. 
If you get the story wrong and a company can demonstrate that you have, 
print a correction. It’s the only way to keep your credibility. If this sort of 
thing happens often, find another occupation. You don’t belong in journal- 
ism. But remember that everybody makes mistakes occasionally, and it’s no 
sin to admit them. 


FUTURE TRENDS 

What of the future? Is there hope that the relationship between business and 
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the media, now so stormy, will become more serene? Or are the two destined 
to remain combatants? 

My view is that a rapprochement is still far away. On the media side, there 
IS growing recognition that business and economics are important subjects 
^d that they deserve comprehensive treatment. That means that money must 
e spent to hire competent reporters and editors and that specialists in those 
elds must be developed. It means that more space in newspapers and more 
air time in television broadcasting must be devoted to business. 

On the business side, there is growing recognition of the power of the 
media and of the interest of the press in business and finance. But for the most 
: is still no well-defined modus operandi for dealing with the press, 

e relationship between the press and business has yet to pass through 
t ^sort of storm front that characterized the black movement in the 1960s 
t e women s rnovement in the 1970s. But there is a growing awareness 
in t e media that big business is more than just an amalgam of products and 
^nu reports. Increasingly, we perceive big business as one of the dominant 
quality of life in the United States — as a center of power, 
me , economic, and social. That means that the intensity and, it is hoped, 

L ^ coverage will grow, probably in quantum leaps. Business 
should be preparing for that growth. 
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Disclosure, In the context of corporate operations, has historically been a 
peripheral consideration to a company's basic business activities. First the 
company acted; then its actions were either disclosed or not disclosed. How- 
ever, because of social, political, and economic trends, the last half of the 
twentieth century has brought a maturing concept of corporate social respon- 
sibility and a lengthening ledger of corporate accountability. Repons of 
attractive revenue and income trends no longer ensure that a corporation or 
an industry will be favorably evaluated by shareholders, government, or the ^.1 
public in general. There is intense new inieresLin^ corporate policies, prac- , - 
dees, and actual performance both wTthin and outside the context of profit ^ ^ 

rSScihg? ' ■ . 

John deButts, chairman of the American Telephone & Telegraph Co., has 
said that business can best demonstrate its accountability *'by adopting a 
sufficient openness to public inquiry — and a sufficient readiness to respond . 
to public challenge — to make it clear that we recognize jdM...HJ^^t Qnce„w y ^ ^ 
might have l^en^disposed to call ‘our* business is in fact the public's business 
ai^ thatj ^ public. Tiaving a stake iii our decisions, should have a voice in 
thern as weji.”i 

' In short, public pressures to know more reflect the increased power and 
responsibilities of business. Corporate leaders can respond to these new 
pressures essentially in three ways: 

• They c^ stron|;lj resist these demands, fighm at every opportunity the ^ 
inevitable proposals for either mandatory Uisclosure or substantive regula- - 
tion. 

• They can u^ delating tactics, ‘“leaning against the wind," in the hope of z*** 
retarding the spread oCdisclosure requirements. 

• They can respoUj^to and even anticipate these pressures, moving ahead 
of, and possibly obviating the need for, mandatory reporting requirements 
with voluntary disclosure programs. 


THE LOGIC OF VOLUNTARY 
DISCLOSURE 


At BankAmerica Corporation we have opted for the third alternative, and 
I would like to expand on the conceptual framework for our position, in the 
belief that our deliberations and experience may help others to address this 
issue. Voluntary disclosure is difficult to discuss, both because it is a relatively 
new idea and because many business executives understandably associate the 
very word "disclosure" with regulatory interference and sometimes with 
ill-conceived compulsory disclosure requirements. But neither its novelty 


1 Address before the Union League of Philadelphia, Management Journal, Pacific Telephone 
& Telegraph Co., San Francisco, November 1976, p. 3- 
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nor the shadow of undue regulation should prevent voluntary disclosure 
from being carefully examined as a device which modern man^e^nt^n 
use in pursuit of an efficient corporate periform^ce that' is responsive and 
accountabk in a rnanner consistent with the public interest. Within this 
context, the philosophical underpinnings for our position are deceptively 
simple. 

Indeed, if the function of corporate management and governance is to 
achieve efficient operation in a responsive and accountable manner consistent 
with the public interest, then disclosure can be seen to have a substantive 
quality itself For a company’s actions simply cannot be judged “efficient,” 
“responsive,” “accountable,” or “consistent with the public interest” unless 
sufficient information is available. 

Viewed this way, disclosure becomes a formal corporate function, one 
which can, like other functions, be embodied in a policy, and that policy can 
be enunciated, implemented, monitored, evaluated, and reviewed. Such a 
policy can also be administered in coordination with other corporate objec- 
tives. The alternative form of disclosure is usually a series of improvised and 
often negative responses to external pressures. 

While all companies have had to consider the general subject of disclosure 
and while many have agreed on informal or partial policies in this area, few 
have undertaken a comprehensive study or tried to articulate broad policy. 
Consequently, there has been little research or discussion concerning volun- 
tary disclosure. Nevertheless, there are encouraging signs that, overall, the 
concept of voluntary corporate disclosure may be an idea whose time has 
come. 

Certainly, the interest in corporate affairs on the part of the public and 
constituent groups cannot be ignored, nor, I think, do most corporate manag- 
ers and board members believe that it should be ignored. There appears to 
be a growing recognition among business leaders that exercising corporate 
social responsibility is an effective and productive means of dealing with 
important problems. The antibusiness sentiment that flowered in the 1960s, 
particularly among this nation’s youth, has made clear to many in the business 
community that the future of the private-enterprise system is assured only to 
the extent that the performance of business is judged favorably within the 
/ context of society as a whole. 

The rationale for voluntary disclosure can be further delineated by exam- 
ining three important ways in which it can help business earn the favorable 
judgment of our society:|^ by building and maintaining pubUc^upport; 
by focusing closer anendon on internal methods and controls; and by 
allowing the market system, upon which our capital economy is based, to 
fuqpiqn in a more efficient manner. 

y 
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PUBLIC SUPPORT ^ 


In the long run, no company can thrive unless it has the understanding and 
trust of all those whose interests it serves: customers, investors, employees, 
and the public. A business is unlikely to secure and retain that trust if it treats 
its various constituencies as captive audiences which are entitled to very 
limited and slanted disclosure of information. If these constituencies believe 
that they lack necessary information to judge the adequacy of the company’s 
performance by their standards and values, they will withdraw their support. 
Such a response was quite evident during the 1960s and early 1970s. Public 
confidence in the integrity of business underwent a massive erosion. 

When we began drafting our voluntary disclosure code in 1976, we 
recognized that to reduce this skepticism and antagonism we and other 
enterprises had to initiate strong and specific measures to show clearly that 
we were serious about our integrity and about the way we employed it in 
our day-to-day business activities. I believed then, as I do today, that disclo- 
sure, by exposing a greater number of corporate activities to public examina- 
tion, can enhance the climate for business and_^speLpublic doubts and fears. 


BENEFITS TO INTERNAL 
OPERATIONS 


y 


The internal benefits of a disclosure code are numerous and importantypirst,^/ 
the process of developing such a code demands that management explicitly" 
determine where the corp^ should be on the disclosure spectrum, from 
“None ofybur business” to "’Everything you always wanted to know but 
were afraid to ask.” TtiepL management must address the question of what 
information an outsider needs for thorough understanding. It must also 
xommupicate^with its various constituencies to determine what information 
"^ey desire; if handled properly, this effort will initiate relationships which 
can provide essential information to management on a continuing basis. 
Another useful by-product is that some existing policies and praaices which 
have not been evaluated for years are inevitably modernized. In our own 
case, the BankAmerica task force brought about a number of innovations. 
New information had to be released. Existing internal policies had to be 
articulated in different and more comprehensible ways. Among disclosure 
items specified in the code are, for example, the corporation’s direct expendi- 
tures for all government relations programs and the criteria and procedures 
for selecting new members to the board of direaors. 

If the disclosure code is well conceived, it will provide additional benefits 
when it is in operation. No large organization can be sure that its system of 
delegating responsibility and authority will unfailingly produce action by its 
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even the soundest orgSltiondsm! j^dards and objeaives. Not 

aons of policy are entirely suffi^nt Tho^’ Procedures, and declara- 

to bear, internally and externally ’ disclosure brings more eyes 

questions are more likelv rn Iv.^’ information, and the right 

disclosure can be a ^werful L ' diat such 

timely attention to ineptitude wrongdoing and can also bring 

corporate behavior. system of disclosure exerts a favorable influence on 
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needs before they are made the evrf^'^T response to genuine information 
ness. Probably most importanr interference with busi- 

rate governance not only can avprf ‘^°™i”iinients to disclosure in corpo- 
strengthen dependence on market regulation but can 
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able. I cannot oflFer the contents of BankAmerica’s voluntary disclosure code J.- 
as a model to be followed by other corporations. Companies in different . ^ 
industries and evea.i%.y^iQ^ ar^ of banking and finance would be best ; 

codes unigne^^^^ to^eir pwn circumsmces. In addition, the 
process of designing a code is a valuable exercise in itself. However, some 
discussion of our own methodology may be instructive. 

The spectrum of corporate disclosure practice ranges between two ex- 
tremes — from tight security to opening all corporate books for scrutiny. One 
extreme is merely a public relations exercise calculated to hide blemishes; the 
other involves an abdication of management responsibility for maintaining 
necessary privacy, confidentiality, and effective operations. 

Our guiding principle in formulating BankAmerica’s disclosure policy was 
that the corporation's various constituencies (customers, investors, em- 
ployees, and anyone concerned with its activities) are entitled, within reason- 
able limits, to tAe/ think tAe^ need to / 

judge its^ activities by t/?e/r standards. 

Such a statement may not seem to be controversial, but it contains two 
ideas^which represent departures from conventional corporate practice. 
<:Thefir^is the importance placed on why the con stituencies want to Imow 
rather than on what the corpQratioa wants to tell them. It is quite understand- 
able that, focusing on the achievement of its objectives, a company tends to 
harness its communication efforts in pursuit of its own ends. But such an 
attitude invites violation of an elementary rule of communication: the need 
to put oneself in the audience's place, to understand its frame of reference 
and relate to its interests. 

The secqn4.4eparture is in conspg^Pf 

recognition, in relation to limits, or constraints, on disclosure, some of whic^, 
or"cburse, are necessary. In common practice, the burden is put on the 
audience to ask for information and to justify its request. 

In our view, a voluntary disclosure code reverses this practice. The compa- 3 ,./ 

ny's response is no longer ‘‘Why should we tell you that.^" but a self-imposed - / ^ , 
obligation either to provide the information or to explain why not, by citing ^ 
one of the recognized constraints, such as violation of the privacy of others. 

We recognized that each of the constituencies (which can, of course, be 
further subdivided) has a set of expectations and standards for the sufliciency 
of information. These requirements are sometimes overlapping and some- 
times mutually exclusive, even in conflia. But the goal in formulating our 
disclosure policy was, within limits, to give each constituency that informa- 
tion which it said it needed to judge the company's i>erformance. 

We also recognized that no disclosure policy would please everyone. But 
if the needs of major constituencies have been considered in the process of 
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developing a disclosure policy, the final product will be useful and should be 
regarded as an important step forward. 

DEFINING CONSTITUENCIES AND 
CONSTRAINTS 

Within this framework, we focused first on defining constituencies and con- 
straints. In this context, we defined constituencies as those groups wixt^ 
reasonable interest in information about the corporation: shareholders, env 
ployees, customers, the investment community and security analysts, econo- 
mists,, legislators, regulatory bodies, and financial journalists. 

©dr study of disclosure as a management tool focused on how disclosure 
policies could contribute to the strengthening of the relationships between 
the corporation and its various constituencies. Existing disclosure practices, 
that is, the ways in which corporate information was made available to the 
various audiences, were analyzed to determine how each contributed to 
satisfying the constituencies’ need to know and how each was limited by 
other corporate obligations. An understanding of the interrelationship of a 
company’s obligations to its constituencies can help illuminate the confused 
debate over social responsibility, which tends to suggest that profit and so cial 
i^ponsibility are incompatible whereas,, in the long run,^ they are but sepa- 
rate phases of a ha§ic requirement of responsiveness and accountability. 

The legitimate limits, or constraints, on disclosure arise from the corpora- 
tion’s relationships with and varying responsibilities toward its constituen- 
cies. Its need for o pen ness, for example, cannot infringe the rights to privacy 
of its customers or employees; its need to perform efficiently for investors, 
employees, and the public cannot be compromised by the disctosvue^f 
competitive information essential to its successful functioning. There are 
trade-off's in the area of disclosure which each corporation will assess in 
formulating its policies. 

As might be expected, providing the necessary constraints on the corpora- 
tion’s disclosure policy was a crucial challenge in the formulation process. We 
wanted to provide the maximum amount of meaningful information without 
violating the privacy rights of customers and employees and without giving 
competitors costly advantages. Following extensive discussion and evalua- 
tion, the limitations of the disclosure code were spelled out as a set of five 
- specific constraints: 

L Privacy. Since the disclosure must not violate the privacy rights of in- 
dividuals or institutions, the corporation will not disclose information about 
individual customers or employees without their permission. The corpora- 
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tion will not provide aggregate data which might indirectly provide informa- 
tion that can be identified with a specific person or entity, 

2. ConBdendality. The corporation will not disclose information that, if 
published, might impair its own effectiveness or harm its competitive posi- 
tion. To preserve necessary candor in internal and external communications, 
the corporation reserves the right to decide the extent and form of its distri- 
bution of information. 

3. Subjectivity. The corporation cannot disclose speculative or judgmental 
material that might, especially out of context, induce unwarranted effects, 
such as speculation in publicly traded securities. 

4. Proper presentation. The corporation cannot disclose material in formats 
that invite misinterpretation due to oversimplification, presentation of irrele- 
vant facts, or inadequate documentation. 

5. Usefulness. The corporation will disclose information only when useful- 
ness justifies the expense of providing it. The corporation usually will decline 
to disclose specialized new information that involves extraordinary assembly 
costs. 

The constraints were not intended to deter anyone from seeking informa- 
tion, merely to explain more clearly the necessary limits of the voluntary 
disclosure policy. 

Another challenge was deciding on an appropriate format and content for 
a code. In our view, to be credible the disclosure code needed a degree of 
specificity, but too many specifics would make the document unwieldy and 
probably useless to many interested people. Another format consideration 
was organization of the code so that an intelligent, interested reader could 
understand both the philosophy of the corporation's disclosure policy and 
how to use the information within the code. 

When the details of the code had been hammered out, the body of the 
BankAmerica document codified seventy separate categories of information 
regularly open to public gaze. These seventy categories represent only start- 
ing points, the items that the task force and its constituent consultants consid- 
ered most material and relevant in judging corporate attimdes and 
performance. 

EXPERIENCE WITH THE CODE 

Upon publication of the disclosure code, BankAmerica assigned a full-time 
disclosure coordinator to supervise its administration. The coordinator, in 
addition to distributing more than 80,000 copies of the code to the public 
and the bank's constimencies, has acted as a sort of resource of last resort for 
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people unable to obtain desired information through regular bank or corpo- 
rate channels. 

‘Our experience, virtu^ly all olil,positive a nd ple asing, has provided a few 
unexpected developments!"l^*example,^^^ have received surprisingly little 
new interest from consumer groups and less than expected interest from our 
own employees. Of course, as disclosure becomes a more generally accepted 
routine, with more information now integrate d in our financiaJ jreporK, 
proxy statements, brancSi-pfEce Ipbby'displays, 
tions^ there Is less necessity to request supplemental disclosure. 

Regardless of these indications of success, it is difficult to be assured that 
the form as well as the content of our reporting is always useful to the 
recipients. There are no established precedents for some categories of data. 
There are too many for others. BankAmerica^s original voluntary disclosure 
code, published in 1976, was revised at the end of 1978 and now contains 
an improved index and additional pointers on locating desired data. Our 
code will probably never be totally satisfactory because it is aimed at a 
moving target: the information needs of the public and our various constitu- 
encies. 


While I freely admit that voluntary disclosure is no panacea and that any 
disclosure code will be at best imperfect and subject to revision, I remain 
convinced that a steady flow of dmely information permits healthy public 
judgments concerning not only how well a corporation does its job but 
whether it is doing the right job at all. In the final analysis, I believe that the 
future of the private-enterprise system is best assured by heeding the words 
of Sophocles: “The truth,” he wrote, “is always the strongest argument.” 
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For most of United States corporate history, organized political activity by 
corporate management was considered to be unwise and perhaps unethical. 
Corporate management was to be nonpartisan and nonpanicipatory. Since 
stockholders and employees were surely well represented in political parties 
and on all sides of any issues, management, as their elected representative, 
was to stay out of political controversy. 

Unfortunately, some of those who refused to assume a neutral position 
became participants under the table rather than on top of it. Illegal political 
contributions were widespread. Too much corporate political activity was of 
an unauthorized, behind-the-scenes variety. When revealed, this activity 
created a popular perception of big business as politically organized and 
effective. In fact, political activity usually was limited to individual efforts. 
Relatively few corporate managements operated in the political arena in an 
organized and public way. 


POLITICAL ACTIVITY 
AS A SOCIAL DUTY 


Today’s political activism is changing the attitude of the business world. 
Corporate political activity is more than accepted: it is required. Corporate 
management’s duty to be active politically is, and should be, a vital pan of 
overall corporate social responsibility. 

Much has been written about a corporation’s social duty to be a good 
citizen. It has, for example, an obligation to suppon charitable causes and the 
ans, employ and promote the welfare of the handicapped and members of 
minority groups, educate the economically illiterate, protect the environ- 
ment, improve community facilities, conserve energy, encourage employee 
safety, sell government bonds, protect endangered species, and perform 
other good works. These types of social duties are taken for granted as the 
obligation of corporate managers and directors. Also taken for granted by 
management and by most other observers is the sometimes nearly incidental 
responsibility to earn a fair return on equity investment, operate efficiently 
in allocating resources, pay living wages to employees, and produce goods 
useful to society. 

The new social responsibility to be a good political participant and citizen 
is not yet fully defined. The law sets rules for the use of coij^rate funds for 
political contributions and for the estaBGliment of poUtigaI. a<;tiqn c 
jtees give money to politicians. There are numerous admonitions 

concerning fofliidffeh polm aaion but relatively few recommendations for 
activity. Yet in this day of political activism, a primary duty of those responsi- 
ble for a business is to assert political views in the most skillful and forceful 
way that the law allows. 

Labor, environmentalist, socialist, welfarist, consumerist, and racial 
groups all compete for a place in the political decisions of a free society. Any 
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group which disdains to rise to the defense of its interests in the U.S. Con- 
gress, the statehouse, and the county building will soon lose each contest 
vitally affecting its future. Business interests are not different from other 
. private-sector interests in this respect. They must fight the political battle or 
I lose their economic position. 

Today government is all-pervasive. It deals with so many facets of our life 
that regulatory overall has become a leading political issue. No sector of 
society is so deeply involved in the new and difficult private-public interface 
as business and commerce. Government controls macroeconomic activity, 
levies taxes, limits profits, finances competitive enterprises abroad, sets stan- 
dards of performance for safety, health, and energy utilization, regulates the 
prices of natural gas and petroleum, and in almost every way affeas Ae 
profitability and viability of corporate America. 

In fact, the growth of government involveihent in business may some day 
eliminate the free enterprise market economy in the United States, not out 
of animosity but through ineptitude. Corporations have a primaj^ responsi- 
bUity to fight in the political wars to prevenp this fate for United States* 
They must fight by the rules, but with all the vigor they possess. 
^ No corporate managers today can responsibly discharge their duties without 
joining the political fight on the side of economic viability for corporate 
America, its employees, its customers, and its owners. 

From time to time, the corporate world may disagree on what action is 
needed. (For example, many airline managements have fought deregulation, 
while most corporations fight for less regulation. ) But the need is for action 
and involvement directed toward goals that each manager perceives as ben- 
eficial and essential to the corporation and the continuance of an economic 
system in which it can function. 

It has been argued that this is a narrow, selfish point of view, with business 
seeking to benefit only those who profit from its enterprise. To the extent 
that labor, consumers, environmentalists, and welfare recipients battle for 
their economic interests, all are narrow partisans behaving in a comparable 
manner. This may or may not be true with respect to particular positions 
taken. But it is the genius of the American multiple-advocacy participatory 
political contest that even the losers know that they have had their chance 
to win in a contest of money, debate, wills, and rhetoric. 

Corporate America has begun to respond to the necessity of being politi- 
cally active. The Business Roundtable, the Chamber of Commerce of the 
United States, and the National Association of Manufacturers, once consid- 
ered almost impotent, command increasing respea as their members increase 
■ their political activity. 
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BUILDING PUBLIC CREDIBILITY 

As a crater of jobs and of capital return to investors^ the corporation has a " 
large constimency ^yEch can be organized successfully. The need to organize 
its resources to bring the full force of that group of supporters to its political J 
aid is a key responsibility of management. But to be truly effective corpora- 
tions must play by the new rules of the political game. Foremost is the need 
to build public credibility. In pan because of an unfortunate record, the 
business community starts with its credibility at a low point. Full disclosure 
is what the game is all about. In the words of youth, “Let it all hang out.’’ 
Corporate political activity implies the responsibility to make a significant 
improvement in the public’s understanding of corporate activities. ^ 

All political activism in the United States today brings with it responsibility 
to keep citizens informed so that they can judge the objectives and motives 
of the advocates. Open contests of power must be fought in full view of the 
public. The public will make the ultimate decisions through its duly elected 
r?P^§^atativf s in goyernmen^^ 

The most recent development in American politics is the encouragement 
of political activism by all interest groups. Participants establish their credibil- 
ity as part of their ammunition for successful action. Therefore, “sunshine” 
in the corporate world is fundamental to effective political activism. More 
and more, the credibility of an organization depends on its ability to explain 
its position to the public through the media — to allow the sun to shine on 
its activities. 

Corporate decisions must be taken with public understanding in mind. A 
corporation must handle issues important to the public, such as permanently 
closing or moving a plant or determining a new plant location, in a way that 
helps to create understanding. Hidden boardroom actions must be brought 
into the sunlight to be understood by those affected by corporate activity. 

Much experimentation is necessary to determine how the credibility of 
those making good business decisions can be improved. Perhaps public / 
hearings and occasional open board sessions would be helpful. Some of the 
sunshine requirements affecting operation of the federal government might 
also be helpful, especially if instituted on a voluntary basis. The objective of 
such experiments would be to ensure a better chance for affected and inter- 
ested persons to understand and, in certain cases, to participate in decisions. 

The Securities and Exchange Commission (SEC) has moved to force cor- 
porations to disclose the perquisites of executives. It would have been more 
beneficial to industry’s credibility if this action had been taken by industry 
itself rather than mandated by government. Such disclosure is the basis for 
political activity today; and corporate America must lose some privacy, as 
politicians have, as it becomes involved in their activity. 
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IMPORTANCE OF PLANNING 

The determination of what political actions are necessary to improve the 
position of business is not always self-evident. A call to political action means 
that an important obligation of directors and management is to spend time 
in developing corporate political positions. Corporate determination of 
desired political results should be supported by a well-planned and articulate 
record. The positions adopted will not necessarily reflect the political views 
of the chief executive officer or the chairman of the board. Their views can 
be expressed in the ballot box and by their individual political activity. When 
there appears to be a real conflict between individual views and desirable 
corporate policy, the individual manager will normally allow the corporate 
view to prevail. If the issue is a matter of principle, the officer may resign to 
be free to pursue a personal viewpoint. 

As in other corporate activities, an efficient, well-organized plan of action 
will most likely lead to the accomplishment of desired goals. Corporate 
planning for political action must command the attention of top management 
and the board of directors in the same way as strategic financial and product 
planning does. In many cases, profitability and the successful accomplishment 
of other goals will depend as much on the success of the political plan as on 
older, customary management activities. 


CONCLUSIONS 

In summary , corporation managers have a social duty to become politically 
aaive. They must determine and pursue political goals that will benefit their 
enterprise and the continued health of a market-oriented economic system. 

I^blishing credibility with the public is essential to the success of their 
e orts. Such credibility will be enhanced by greater sunshine in corporate 
decision making. 

^rporate political action programs should be determined and carried out 
wit the authorization, care, and skill devoted to other major corporate 
amviti^. In pursuing the new corporate political activism, corporate manag- 
ersc^ secure in the knowledge that they are discharging their social duty 
and luifiiiing a major corporate responsibility. 
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The policies and practices of multinational (transnational) corporations are 
being scrutinized as never before. Newspaper headlines blare forth about 
bribes and political contributions at home and abroad. The United Nations 
Center on Transnational Corporations discusses codes of conduct for corpo- 
rations. Churches, universities, foundations, trade unions, and other institu- 
tional investors debate the social responsibilities of the corporations in which 
they hold stock. Congressional committees sponsor hearings on the pe- 
troleum companies and the energy crisis and infant-formula companies with 
their overseas marketing practices. Such committees also propose legislatioiT 
restricting further loans and investments in South Africa and setting limits on 
corporate advertising to children. 

In growing numbers corporations are establishing public policy commit- 
tees or publishing reports dealing with specific issues of social responsibility 
such as equal employment opportunity, South Africa, and the environmental 
impact of strip mining. Corporate legal departments find their purview ex- 
panded by lawsuits dealing with corporate abuses. 

Perhaps this is partly the by-product of the post-Watergate mentality of 
many Americans. More important, there is a growing recognition that the 
power and influence of corporate America penetrate the lives of people 
globally as never before. This awareness is emerging in some relatively new 
quarters, the institutional church being one. For instance, the Interfaith 
Center on Corporate Responsibility now comprises 170 Roman Catholic 
orders, 12 dioceses, and 15 Protestant denominations. As investors and as 
churches concerned about the responsible use of corporate power, these 
agencies have employed a variety of novel approaches to corporations to 
press for greater accountability. Letters and meetings with management, 
attendance at shareholder meetings and the filing of shareholder resolutions, 
court suits, public education, testimony before the Congress and the United 
Nations, fact-finding trips overseas, research, and publication are all methods 
used by churches in their relatively new corporate-responsibility work. How- 
ever, chuxc bLO oncerns and aaions are simply a mirror of expanding aware- 
ness and action in the society as^a whole. 

being called to greater accountability: they are urged not 
simply to maximize profits regardless of the resultant impaa on society but 
to integrate social costs into decision making. For some companies the de- 
mand that they march to a different drummer and forsake occasions for profit 
because of harmful results is unthinkable, and the reaction to the demand is 
hostility. For other corporations there is an emerging understanding that the 
social balance sheet also is important. The reaction to requests for changed 
policies and practices by these managers is often positive and creative. Both 
kinds of response are illustrated by the following examples. 


79 



80 Corporations & Their Critics 


ETHICAL QUESTIONS 

For 5 years church stockholders urged Newmont Mining Corp. to improve 
wages and working conditions in Namibia (presently illegally occupied by 
South Africa). The management reacted initially by refusing to admit that 
there even was a problem, in spite of evidence of starvation wages and 
horrendous working conditions for thousands of African employees. Chair- 
man Plato Malozemoff arrogantly defended Newmont' s performance from 
criticism by the United Nations, churches, African leaders from Namibia, 
and investors like the Teachers Insurance and Annuity Association-College 
Retirement Equities Fund (TIAA-CREF), which finally sold its Newmont 
stock. Newmont made hundreds of millions of dollars from its Namibian 
investment, but the price in terms of damage to people's lives was extremely 
high. Newmont may have been shortsighted in straight business terms as 
well. It is possible that its history of poor labor relations and de facto support 
of South Africa's illegal occupation of Namibia will have created enough 
antagonism so that when Namibia becomes independent, Newmont may 
become the target of hostile expropriation. 

Nestle S.A., Switzerland's leading transnational corporation, has been the 
target of criticism by organizations concerned that the marketing and promo- 
tion practices of its baby-formula products in developing nations were con- 
tributing to the malnutrition and death of infants. A growing body of medical 
evidence from Third World countries has shown that Nestle and other 
infant-formula companies such as Abbott Laboratories, Bristol-Myers Co., 
and American Home Products Corp. had been promoting their products to 
the public, even among poor mothers who lacked the income to buy enough 
formula for their children. Instead of nourishing children, formula overdilut- 
ed with contaminated water becomes a contributor to malnutrition and even 
death. 

Nestle s initial response was not to examine the merits of the issue itself 
but to take the offensive against its critics. In Switzerland Nestle sued one 
organization and, at the same time, prepared an internal memorandum out- 
ining the strategy that it felt should be followed to deal with the critics. 
Instead of understanding that criticism has creative potential, the memoran- 
um recommended that Nestle identify critics as part of a larger movement 
to undermine the free enterprise system. Further, when any abuses were 
di^overed, Nestle would say that these were isolated instances and not part 
strategy led to almost<omic moments. In the spring of 
, ^^^^tiedy of Massachusetts sponsored hearings on the 

mfant-formula i^ue. Among those testifying was the former head of Nestle 
* IT * ^ j Stated that he felt the churches pressing the issue 

m the United States were motivated^not by humanita^^gapc^m-'but by.a 

desi ^ to u adetmioe capit^m. Thisl^n^ 
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rebukes by several senators. As the issue of baby-formula abuse grows in the 
United States and as a consumer boycott supported by a number of moderate 
organizations expands, Nestle has begun to shift taaics and initiate a dialogue 
with critics. The Nestle reaction is not atypical of the response of managers 
under criticism. 

There are, however, numerous other companies that view the issue of 
corporate social responsibility not as a public relations problem but as an 
integral factor in their day-to-day business. Control Data Corporation, with 
headquarters in Minneapolis, is an excellent example. Control Data publishes 
reports on its social responsibilities just as it publishes regular financial 
figures. It has also published guidelines for responsible corporate behavior 
in a number of areas. For instance, it would not sell or lease a computer that 
would be used for the abridgment of human rights. This guideline has led 
Control Data to refuse business possibilities in South Africa when it has 
ascertained that its products would assist in repression rather than in humani- 
zation. When challenged by church investors regarding sales in South Africa, 
Control Data saw this challenge as an opportunity for dialogue and estab- 
lished a series of conversations with the churches on this and other corporate- 
responsibility issues. 

Similarly, Abbott, which produces infant formula, initially responded in 
a quite different manner from that of Nesde and negotiated with its critics. , 
Both in substance (by an agreement to change certain policies and a decision 3 
to hire several persons to work on the issue) and in style (by an attempt at 
dialogue rather than confrontation) the responses of Abbott and Nesde were 
as different as night and day. Similarly, Polaroid Corp. took its social respon- 
sibilities seriously and decided to withdraw from South Africa, even though 
it was still a positive profit center, when it discovered that its products were 
being used for repressive purposes there. 

The issue is certainly not just one of style. Bank of America executives are 
willing to talk at length with church shareholders who urge a moratorium on 
future loans to South Africa, Yet they still defend their right to make loans 
to the apartheid government of South Africa itself, in a way that few other 
United States banks do any longer. While Bank of America tries to put 
‘‘moral polish” on these loans by saying that they help the black population, 
in essence it has decided that the search for profit supersedes any social or 
moral responsibility which it may have. Fearful that a prohibition of loans to 
South Africa might leave it vulnerable to demands that it cut off other loans 
for social or political reasons, the bank fails to take even the first step. Thus 
it maintains its right to make loans that assist in the maintenance of white 
supremacy; in 1978 it had an exposure of approximately $200 million in 
South Africa. 

In contrast, numerous other banks have taken contrary stands because of 
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South Africi. government P^^^^ited loans to the 

that it will not make loans which practices. Chase maintains 

that loans to the South ifric ' 

Church shareholders havp ^ '^^tnment fall into this category. 

carefully evaluate the social imMcT^/r^ 

loans are profitable. They have called f^* K° ^outh Africa even when those 
criteria to the list of lending factors Tn^ ' ^ of social and ethical 

standards of lending is unfaif R^mh Vl attempt to change the 

the lending process.” ° America calls it “the politicization of 

W Tot^A^'Afrii^c^Lf ? the politicization took place long ago. 

implications. Dollars which facilitarP^*^*l^j-^^°^'”^^^ or without political 

eAical and political connotations rtf ^^P^oitation have dear 

have been asked to follow a hish America and other banks 

policies than simply TCd whf *^tr lending 

How does one exddTlf;^; " and profitable, 

style and substance.> Is it simnl^ "taction in terms of 
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lined in a series of carefully constructed guidelines, the limits and expecta- 
tions are clarified. Executives know that they will be dismissed for making 
a bribe or political contribution overseas and that they will be rewarded for 
bettering a record of equal employment opportunity in the United States. It 
is important to press for such codes so that expectations do not fluctuate with 
changes in top management. 


FUTURE ISSUES 

What are the corporate-responsibility issues of the fumre that will concern 
both United States businesses and the public? The list is growing, as is the 
seriousness with which the public regards the issues. While it is difficult to 
look into a crystal ball, from the point of view of church investors who have 
been actively involved in encouraging social responsibility on behalf of cor- 
porations for more than a decade, the fumre agenda will likely include the 
following: 

^ Domestic equality issues. The issue of equal employment oppormnity, 
aimed at an end to discrimination for women and minority groups, is central. 
In addition, corporations like J. P. Stevens Sc Co. with extremely questiona- 
ble labor practices will be the focus of a coalition of trade unions, churches, 
and others. The power of union investment funds will be felt as never before 
on labor questions. Billions of dollars of state and municipal government 
investment funds will be used as leverage on numerous issues. Thus a whole 
new set of checks and balances on corporate power will emerge. 

:,iQ^^Urban issues. Bank and insurance redlining will receive tremendous 
attention as people in the cities fight to regain economic vitality in their 
neighborhoods. Insurance companies such as Hartford Fire Insurance Co., 
Aema Life & Casualty, and Connecticut General Insurance Corp. will all face 
pressure not to desert the cities by cutting back on home insurance. In 
addition, corporate flight from communities like Youngstown, Ohio, a phe- 
nomenon which causes massive unemployment, will be fought. 

3- Issues of transnational corporations. The role of transnational corpora- 
tions undoubtedly will come under increasing scrutiny by Third World gov- 
ernments, the United Nations, and many organizations within the United 
States. In the foreseeable fumre the issue of bank loans and investment in 
apartheid South Africa will be body debated. Dozens of universities have 
been involved in serious smdies of their responsibility as investors. It is likely 
that additional banks will adopt policies prohibiting loans to the South Afri- 
can government and that corporations will place a moratorium on expansion 
plans. Some will even withdraw from South Africa, while others will work 
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disease in textile mills and black-lung disease in mines. Here again the power 
of trade union investment funds may be mustered to protect workers. 

ROLE OF LABOR 

In a fascinating book entitled The North Will Rise Again (1978), Randy 
Barber and Jeremy Rifkin remind us of the mammoth wealth of trade union 
pension funds. The size of public pension funds is also huge. The opportuni- 
ties for creative action as labor or public employees discover ways to apply 
a new set of checks and balances on corporations are considerable. 

In some’ ways trade unions are only now beginning to discover the ‘'power 
of the portfolio.” The J. P. Stevens corporate campaign, led by the Amal- 
gamated Clothing and Textile Workers Union (ACTWU), exhibits many 
novel ways to challenge this particular corporate giant. For instance, the 
union has challenged any board interlocks between J. P. Stevens and other 
corporations. Manufacturers Hanover Trust Co., a bank with hundreds of 
millions of dollars in union accounts, faced union-sponsored shareholder 
resolutions, threats of withdrawal of union accounts, and a public relations 
controversy because Stevens’s chairman, James D. Finley, sat on its board. 
Representatives of dozens of trade unions with stock or banking relationships 
with Manufacturers Hanover attended the 1977 stockholders’ meeting to 
challenge the Finley candidacy. Within a year Finley had resigned from the 
board of the bank. Soon after, David W. Mitchell, chairman of Avon 
Products, was forced to resign from the Stevens board. 

The pressure to cut these board interlocks was applied not only by the 
ACTWU but by numerous unions that discovered their stock portfolios 
could be real instruments for pressure. In an even more dramatic move, the 
ACTWU announced the candidacy of two persons for the board of the New 
York Life Insurance Co. to challenge Finley’s seat on that board and Chair- 
man R. Manning Brown, Jr.’s position on the Stevens board. Since New 
York Life is a mutual insurance company, the law allows candidates to be 
nominated to its board for a vote by policyholders. With approximately 6 
million) policyholders, however, the expense of polling all of them would 
have b^en enormous. Faced with this dilemma Brown and Finley resigned 
from eich other’s boards. 

The lessons derived from this development are much broader than the J. 
P. Stevens campaign. Unions and public pension funds are reexamining their 
portfolios and the use of them. Public pension funds are being urged to 
choose alternative investments such as housing or credit unions rather than 
solely blue chips. 

In all these areas and many more the United States government will also 
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Part 2 


THE SOCIAL 
DIMENSIONS OF 
CORPORATE 
CONDUCT 
4. 

Promoting Employment 
Opportunities for Women and 
Minorities; Corporate Philanthropy 


Throughout the 1960 s the most pressing social issue confronting business 
was the deterioration of the nation's urban areas. Much of the initial revival 
of interest in the concept of social responsibility on the part of the business 
community revolved around such issues as the lack of black employment, the 
need to create job opportunities for unskilled youth, and the dearth of 
corporate investment in inner-city areas. Although public interest in these 
issues has waned, the problems themselves remain even more pressing than 
when they dominated the nation's headlines. A number of corporations 
continue to be actively involved in finding ways of using their particular skills 
and resources to reduce the gap between those who have shared in the 
affluence of the economy since I 960 and those who remain outside the 
mainstream of the American economic fabric. 

In his essay, “Affirmative Aaion and the Urban Crisis,” Milton Mosko- 
witz, a longtime observer of the impact of corporate policies on minorities, 
surveys the different ways in which corporations are currently responding to 
a variety of social issues. While Moskowitz is disappointed with the overall 
effect of corporate decisions on the status of women and minorities, he is 
impressed by the extraordinary changes that have taken place within the 
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business world in the 1970s. He reports that a number of corporations, 
including American Telephone & Telegraph Co., General Motors Corp., and 
General Electric Co., have managed to increase substantially their recruit- 
ment of members of minority groups, while others such as Control Data 
Corporation, Ralston Purina Co., Hallmark Cards, Ford Motor Co., Clorox 
Co., and Federated Department Stores have demonstrated their willingness 
to use their resources to help revitalize urban areas. He concludes, ‘'Compa- 
nies are doing things today that they never dreamed of doing a decade ago, 
and every opinion poll shows that the public expects them to continue to be 
sensitive to social needs.'’ 

One of the most ambitious corporate efforts to combine long-term growth 
with a commitment to increasing economic and educational opportunities for 
inner-city residents has been undertaken by Control Data. In his essay, “Busi- 
ness Opportunities in Addressing Societal Problems,” William C. Norris 
describes in detail Control Data’s three-pronged strategy. It includes the 
location of plants in depressed inner-city communities, the design of a com- 
puter-based education program aimed at improving educational skills, and a 
^ program to facilitate small-business formation and operation in inner cities 
through business and technology centers. Norris argues that business must 
take the initiative in planning and managing the implementation of programs 
designed to meet society’s current needs but cautions that “a major barrier 
to the widespread adoption of a strategy of seeking business opportunities 
from meeting major social needs is the relentless pressure by the investment 
community for short-term earnings improvement.” 

The Equitable Life Assurance Society of the United States has also made 
a serious commitment to address social problems in this area. Its efforts 
include the creation of a minority-enterprise small-business investment com- 
pany (MESBIC) to provide capital for minority enterprises, a purchasing 
program designed to promote the economic development of firms controlled 
by members of minority groups, women, and handicapped individuals, an 
affirmative-action policy with respect to minority-owned banks, and a deci- 
sion to allocate a minimum of 10 percent of its total advertising budget to 
minority-owned media. Equitable’s president, Coy G. Eklund, notes that 
each of these policies reflects his belief that the “highest purpose of business 
is [not] to maximize profits” but to conduct itself in accordance with the 

social values established by society.” Eklund argues that “social irresponsi- 
bility is about as unacceptable as financial irresponsibility.” 

Under the leadership of its president, Robert C. Holland, the Committee 
for Economic Development (CED) has embarked on a major effort to ex- 
plore ways in which the private sector can help increase employment oppor- 
tunities for disadvantaged segments of the labor force. After publishing a 
widely circulated report describing sixty of the most successful training and 
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job programs in which the private sector had participated, CED concluded 
that greater cooperation between the private and public sectors was critical 
if unemployment was to be further reduced. Holland reports that he is 
pleased with the Carter administration's responsiveness to the committee’s 
recommendation that the role of the private sector in hiring and training the 
hard-core unemployed be expanded. He suggests that corporations are in- 
creasingly ‘'recognizing that hiring the hard-to-employ is not merely good 
social policy but good business as well.” 

Levi Strauss & Co, is a corporation with a long commitment to promoting 
employment opportunities for minorities. In his essay, “Corporate Social 
Responsibility: A New Term for an Old Concept with New Significance,” 
Walter A. Haas, Jr., discusses his company’s pioneering efforts to improve 
the economic position of minorities, some of which have been more success- 
ful than others. He also describes Levi Strauss’s community-based program 
of corporate philanthropy. Haas suggests that Levi Strauss’s persistent effon 
to demonstrate its concern for the people whose lives the company affects is 
a reflection of the personal philosophy of the individuals who have managed 
the company since its founding in the 1850s. While recognizing that corpo- 
rate social involvement can be adequately justified in terms of the “long-term 
economic self-interest” of a corporation, Haas argues that the fundamental 
motivation for Levi Strauss management is that this is “the right thing to do.” 
Haas concludes that business has the potential as well as the responsibility to 
play a more innovative role in responding to the changing needs of society. 

Dayton Hudson Corporation is another company with a long tradition of 
corporate citizenship. Its program of philanthropy dates back to 1917; its 
policy of donating 5 percent of its pretax earnings to wonhwhile projects in 
the communities where it has facilities is now 3^ decades old. In his descrip- 
tion of Dayton Hudson’s approach to corporate philanthropy, the company’s 
chairman, William A. Andres, notes that “business [is] an insufficiently 
tapped resource for solving the complex social problems which government 
alone cannot handle.” Andres argues that corporate programs of corporate 
social responsibility cannot be afterthoughts. If business is to respond ade- 
quately to the public’s increasing expectations, a sense of social concern must 
become “a fully integral, fully committed, fully professional part of the 
Torporation’s operations.” 



AFFIRMATIVE 
ACTION AND THE 
URBAN CRISIS 


MIL TON MOSKO WITZ 
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In 1978 the following developments took place: 

• Firestone Tire & Rubber Co. recalled 10 million radial tires (Firestone 
500s), offering to replace them free of charge with its new 721 radial tires. 
The recall came after much prodding from the National Highway Traffic 
Safety Administration (NHTSA), which said that Firestone 500s were im- 
plicated in highway mishaps that had caused at least forty-one deaths and 
sixty-five injuries. 

• American Airlines announced that it would move its corporate headquar- 
ters (and 1300 jobs) from New York to the Dallas-Fort Worth Regional 
Airport. New York City officials denounced the airline as a “traitor.” And 
one company, Warner Communications, issued orders to its 6000 employees 
that they were no longer to fly via American. 

• The Consolidation Coal Company division of Continental Oil Co. (now 
Conoco, Inc.) agreed to pay $370,000 to women who had had difficulty in 
getting jobs as miners. Its agreement with the U.S. Department of Labor also 
pledged the company to fill 20 percent of its miner trainee slots with women. 

t Barbara J. Stuhler, professor and associate dean of community relations 
and extension services at the University of Minnesota, was elected a director 
of the Northwestern National Bank of Minneapolis, the largest commercial 
bank in Minnesota and the eighteenth largest in the United States. 

• International Telephone and Telegraph Corporation (ITT) drew the 
wrath of the Securities and Exchange Commission (SEC), which asked a court 
to fine the conglomerate $ 100,000 a day until it released documents relating 
to dubious payments made by ITT in a number of countries. (ITT had been 
under a court order to release the documents since 1976.) In addition to the 
fine, the SEC asked that TIT be required to place on its board of directors 
new members “who [had| not had prior affiliation, association or financial 
dealings with ITT.” 

• The U.S. Supreme Court, following its decision in the Bakke case, agreed 
to review a lower-court ruling upholding a reverse-discrimination complaint 
brought by Brian F. Weber against his employer, Kaiser Aluminum & 
Chemical Corp. Weber charged that he was refused admission to a training 
program even though he had greater seniority than two blacks who were 
accepted. 

These developments, each in its own way, illuminated the state of corpo- 
rate responsibility as the decade neared its end. 

The Firestone recall testified to the regulatory power that can now be 
brought to bear against corporations. Daniel Bell, leading American sociolo- 
gist, has pointed out that in the mid-1960$ the automobile industry was 
rompletely unregulated. Today it’s subject to cumbersome regulations be- 
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cause it failed to heed the early warning signs. “When Ralph Nader began 
to issue warnings of the hazards of car construction, he was ignored, and 
worse, later spied on, forcing General Motors to make a public apology,’* 
Bell recalls.^ It’s a lesson that Firestone and some other companies still 
haven’t learned. The head of the NHTSA, which initiated the Firestone 
recall, is Joan B. Claybrook, a former top aide to Ralph Nader. 

The controversy in which American Airlines found itself as a result of a 
decision that it said was made for business reasons reflected the widespread 
feeling that corporations have a responsibility to the communities in which 
they operate. It’s a feeling that surfaced strongly in the 1960s, when inner 
cities became the province of the poor and the nonwhite, leading to riots, 
elections of black mayors, and fire bombings of buildings. In 1967 the life 
insurance industry made a $1 billion commitment to use its resources to 
^reverse urban decay. This urbag .mve stment program marked the start of the 
modem corporate social respohsibflify niowm^^ corporate desertion 

of cities, especially New York, continued. In 1970 New York was the 
headquaners city for 33 of the top 100 industrial corporations in the nation. 
By 1978 only 17 of the top 100 made their headquarters in New York, and 
at least 1 of these, Union Carbide Corp., was to move to Danbury, Conneai- 
cut, in 1981 to occupy a building that would cost $100 million to construa. 

The $370,000 paid by Consolidation Coal to women who had wanted to 
be miners was one of a long series of back-m v awards made by companies 
to settle complaints of race, sex, and ageaEcfrmtnatioh. One of the largest 
was the $38 million setdement made by American Telephone & Telegraph 
Co., the nation’s largest employer, in 1973. A 1978 settlement covering 
women and minority workers cost the General Electric Co. $32 million. 

The election of Barbara Stuhler as a bank director in Minneapolis was in 
keeping with one of the clearest trends to emerge from corporate-responsi- 
bility programs: the broadening of the membership of boards of directors. 
In the late 1960s there were virtually no blacks on corporate boards; a decade 
later more than 100 companies had black directors. Whereas there had been 
virtually no women on boards unless they were related to the owners or top 
managers, more than 300 women now hold seats on major corporate boards. 

The SEC’s complaint against ITT fit a design that was woven in the 1970s: 
disclosures by company after company of bribes, rebates, and other question- 
able payments in connection with sales activities, primarily overseas. The 
disclosures were fallouts from Watergate, and they had much to do with the 
declining confidence in business shown by the public. They revealed, as in 
the ITT case, a crazy-quilt pattern of accounting legerdemain that had been 


I Address given at the First National Conference on Business Ethics, Bentley College, Waltham, 
Mass., Mar. 11 and 12, 1977. 
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used to conceal these practices from shareholders, directors, most employees, 
and the independent accountants engaged to audit the books. 

Kaiser Aluminum 8c Chemical Corp. v, Weber, the ‘'blue-collar Bakke 
case,'' challenged the legality of affirmative-action programs mounted by 
corporations to strengthen minority representation in their employee ranks. 
These programs were established largely as a result of government regula- 
tions or pressure. Here, in the Weber case, was a backlash that threatened 
to undermine what progress had been made in the past decade. In 1979, 
however, the Supreme Court ruled against Weber. 



EXTENT OF PROGRESS 


How much progress had been made is a matter of serious debate. Election 
of blacks and women to corporate boards must certainly be regarded as a 
positive step. It's too easy and too cynical to sneer at this phenomenon as 
tokenism. Having Vernon E. Jordan, president of the National Urban 
League, sitting on the boards of the American Express Co., Bankers Trust 
Company, Celanese Corp., J. C. Penney Company, and Xerox Corp. is to 
place there a link between corporate power and powerless blacks. To grasp 
the change in thinking that the presence of Jordan and other blacks on boards 
of directors represents, one only has to imagine the reaction that any of these 
corporations would have had in 1965 to the suggestion that the head of the 
Urban League belonged on its board. We have come some distance when 
this kind of representation for minority groups and women is accepted by 
many large corporations as a matter of course. 

There’s also no gainsaying that blacks and women have broken down 
many discriminatory barriers in employment. Offices are no longer a sea of 
white faces. The number of blacks employed by large corporations has in- 
creased sharply, and the job horizons for women have widened considerably. 

However, any look at the American corporation, whether in the form of 
a rigorous study or simply as an informal inspection, will reveal the residues 
of institutional racism and sexism. Equal employment was mandated by two 
acts of the 1960s: Title VII of the Civil Rights Act of 1964, which barred 
discrimination by companies engaged in interstate commerce; and Executive 
Order No. 1 1246 of 1965, which barred discrimination by federal contrac- 
tors. The problem is, of course, that discrimination antedated these statutes 
by many years. And corporations, like people, are victims of their legacies. 
Deeply embedded structural practices are not easily uprooted. As a result, 
the progress that has been made serves to point up the gaps that remain. It’s 
undeniable that the higher one looks in a company, the more the ranks are 
dominated by white males. In 1978 Fortune published the findings of a 
systematic survey of 1300 companies. The proxy statements issued by these 
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firms disclosed the compensation of 6400 officers and directors (the law 
requires these statements to disclose the names and salaries of the three 
highest officers and of any director earning more than $40,000). Of these 
6400 management persons, only 10, or a ‘‘measly 0.16 percent,” as Fortune 
put it, were women. And only 3 of these women had worked their way up 
without family connections.^ 

The picture is just as devastating for members of minority groups. In 1977 
the U.S. Equal Employment Opportunity Commission (EEOC) published a 
study, Black Experiences versus Black Expectations, reporting on the pene- 
tration that blacks had made in corporate employment between 1969 and 
1974. The study was based on an analysis of the EEO-1 reports that compa- 
nies are required to file with the federal government. Black representation 
in six selected job categories was as shown in the accompanying table in the 
two years. This table indicates that in 1969, when blacks accounted for 10.2 
percent of the population, they held only 2.1 percent of the professional jobs 
in corporate America and only 1.5 percent of the management positions. 


Job categories 

1969 

Percent of total 

1974 

Officials and managers 

1.5 

2.9 

Professional 

2.1 

3.1 

Technicians 

5.6 

7.3 

Sales workers 

4.0 

5.5 

Office and clerical 

6.1 

8.8 

Craft workers 

5.0 

7.0 


Dr. Melvin Humphrey, who conducted this study as director of research 
for the EEOC, characterized the progress between 1969 and 1974 as minus- 
cule, pointing out that at this rate “it will be sometime in the 21st century 
before the employment gaps will close and blacks achieve fair-share levels of 
employment in all six of the selected job categories.”^ Indeed, in the top 
category, officials and managers, blacks would not achieve parity with whites 
until the year 2017. 

The extent to which discrimination against members of minority groups 
and women was a routine, everyday, unquestioned practice in the business 
world is generally not appreciated by today's corporate managers. Carey 
McWilliams, longtime editor of The Nation, recalled for a San Francisco 
audience how it was in the California aircraft industry in the early 1940s. 


2 Wyndham Robertson, ‘‘The Top Women iQ Big Business/’ /biTune, July 17, 1978, pp. 58-64. 

3 Melvin Humphrey, Black Experiences versus Black ExpectadonSf Equal Employment Oppor- 
tunity Commission Research Report No. 53, 1977, p. 41. 
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Two of the largest companies, Lockheed Corp. and Consolidated Vultee 
Aircraft, hired only whites and had no compunction about stating publicly 
that this was their policy. American Telephone & Telegraph has made what 
could properly be called gigantic strides. Between 1965 and 1970 it in- 
creased its nonwhite employment by 152 percent, and it increased it by 
another 23 percent between 1972 and 1978. Members of minority groups 
now account for about 12 percent of its workforce. But how much the 
company had to make up for is clear from the figures cited in an EEOC 
complaint filed in 1970: in 1940, when the company employed 316,000 
persons, members of minority groups represented 0.7 percent of that total. 
One of the great training grounds at General Motors Corp. is its degree- 
granting college, the General Motors Institute. As recently as 1970 only 1,6 
percent of institute students were from minority groups; today minority 
representation is 16 percent. (The GM experience parallels that of other 
institutions. In 1970 the National Guard was 1 percent black; today it's 16 
percent black.) As for women, the story is different. They were hired, but 
only for very specific low-level jobs. If banks and insurance companies had 
followed anything close to an up-from-the-ranks promotion policy, many of 
them would be headed today by female chief executive officers. As it is, very 


few women hold top-management slots in these financial instimtions. ^ 

It’s clear, then, that the racist and sexist policies of yesterday the/'<^^ 

discriminatory patterns that obtain today. American companies are in theQ 
position of playing catch-up, a game plan that makes not surprising such 
actions as Kaiser Aluminum Sc Chemical Corp. v. Weber. 


URBAN COMMITMENT 



One litmus test of corporate social involvement is the degree of commitment 
to urban-core centers. It’s a test that New York officials believe American 
Airlines failed. But it’s not always easy to sort out all the factors in these 
decisions and translate them into “good guy” and “bad guy” ratings. There 
was a feeling abroad in the late 1960s that American corporations could help 
to save the cities by staying there, putting up new plants there, rehabilitating 
homes and neighborhoods there, and shoring up community organizations. 
It is this feeling that undergirded the insurance industry’s urban invesmiL^nt 
program and the urban coalitions established in cities across the country:" 
Corporate paracipatrorr"^as a key element in these efforts. 

To be sure, there was a certain amount 1bf public relations commotion 
connected with those programs. Business leaders, reacting to urban riots, 
needed to stand up and be counted. They were also responding to pressures 
from Washington. Michael Harrington, who reminded everyone that pover- 
ty was still with us, described the period as follows: 
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In the Sixties, when Kennedy-Johnson liberalism was on the ascendant, the 
companies followed in the steps of their liberal critics in government. There 
was much talk of the social responsibility of business, of a partnership between 
the public and private sector. . . . Fortune magazine was a cheering section for 
this movement, documenting how do-gooding could be profitable. 

Do-gooding did not turn out to be profitable. Many of the programs 
launched under the banner of corporate social responsibility proved to be 
disasters. White families continued to desert the central cities. So did corpo- 
rations. Very few manufacturing plants were established in the inner cities. 
Reflecting on that period 10 years later, James L. Ferguson, chairman and 
chief executive officer of General Foods Corp., said: 

A lot of businessmen suddenly discovered the notion of “corporate social 
responsibility.” And they didn’t put any limits on it. ... A lot of things were 
done and said in those days that seem a littie silly by hindsight. I would add 
that terms like “corporate social responsibility” came into disrepute in some 
quarters as a result. 

Ferguson s ultimate moral: 

No matter how you slice it, a business enterprise is neither an arm of the 
government nor an eleemosynary institution.^ 

That's traditional business dogma, the old-time free enterprise religion 
that corporate leaders are comfonable with because it gives them a rationale 
for steering clear of serious social involvement. In the same vein were the 
respMonses made by some business executives to a letter they received in late 
1977 from the House Committee on Banking, Finance and Urban Affairs. 
The letter solicited their views on the problems of the central cities. Here 
are five typical replies: 

Marvin G. Mitchell, chairman and president of Chicago Bridge & Iron 
Co.: 


We suspect that unemployment in central cities is pan of a larger problem. 
That larger problem is a very sluggish economy, resulting in a slowing in 
investment ... on the pan of U.S. corporations, brought about in part by a lack 
of confidence in solutions proposed by the government. We respectfully submit 
that the Congress might well be advised to work on the larger problem first. ^ 

Edmund B. Fitzgerald, chairman of Cutler-Hammer, Inc.: 

Business tends to view coercive social legislation as harassment. Coopera- 

4 Address given at conference sponsored by the Conference Board, Apr. 12, 1978. 

5 Ibid. 
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tion, thus, is minimal. ... On the other hand, tax incentives to business to 
achieve social goals can unleash on a problem the diverse creativity of the 
multifaceted competitive enterprise system.^ 

Thomas F. Russell, chairman of Federal-Mogul: 

We have one manufacturing plant and 42 warehouses located in central city 
locations. They employ 523 out of our 10,540 U.S. employees. We have no 
plans to expand or contract these operations other than what is required to 
serve our customers. . . . We have no job training activities specifically directed 

at the unemployed in the central cities In general, the cost of doing business 

is higher in central cities than in less populated areas. . . . We find that local 
governments of large cities do not appear to want manufacturing jobs. 

. . . Extremely liberal welfare and unemployment benefits encourage people to 
avoid work. . . J 

John Latona, special counsel of Houdaille Industries: 

Four of our twenty divisions are located in central city locations. ... We 
have no present plans to expand these facilities. . . . Environmental and OSHA 
requirements have the potential to shut down two of the four plants. We 
assume they will not, but much struggling with red tape is involved. In states 
like New York and Ohio, state and local taxes and labor policies are an 
additional burden. It is doubtful if any program could induce us to go into an 
area that did not make basic business sense in the first place.® 

John W. Hanley, chairman and president of Monsanto Company: 

It seems to me that any massive new infusion of Federal aid might well 
sidetrack municipal administrators from their primary task of adjusting to a 
shrinking population and a contracting economy. ... I am all for incentives — if 
they are the right kind. But, regrettably, we have seen numerous examples of 
Government incentives that give individuals and companies an excuse for 
doing what is harmful to the community over the long run. Successive increases 
in the minimum wage have hastened the demise of low-skilled jobs. Mounting 
welfare benefits have given inner city residents an incentive for not seeking 
work[;] . . . the most helpful thing the Federal Government can do for the cities 
is to avoid actions that interfere with their financial health and impede their 
natural rejuvenation. . . 

The message from this quarter of the business community is clear. There’s 
ant ipatHy toward government aid to the cities or tp the pppr.^This is by no 


6 Ibid. 

7 Ibid. 

8 Ibid. 
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means a new message. It’s a replay of business reaction to the New Deal 
programs of the 1930s. 

, Jf we have learned anything from the moveinent to involve business in 
social concerns, it’s this; cpixipany is the same as the pext one. 

Kellogg Co. might fulminate against government efforts to curtail its adver- 
tising to children, but Quaker Oats Co. will admit candidly that the TV 
programs beamed to children are a disgrace. Members of minority groups 
and women who are interested in a retail career would appear to have a much 
better chance with Sears, Roebuck and Co. and J. C. Penney than with K 
Man Corp. The Bank of America departs from industry custom by refusing 
to allow its officers to sit on the boards of other companies. Levi Strauss & 
Co. is able to find room on its board for two minority directors, but Gulf & 
Western Industries can’t (or won’t) locate one. General Electric does such 
an assiduous job of recuiting that it comes away with the lion’s share of black 
engineering graduates. Standard Oil Co. (Indiana) stands far above most 
companies in the nation in terms of purchases from minority suppliers. A 
1973 study by the Council on Economic Priorities showed that Armco Inc. 
and Inland Steel Co. were the steel producers least likely to pollute air and 
water while National Steel Corp. and Republic Steel Corp. were the most 
likely. Cummins Engine Company and Dayton Hudson Corporation give 5 
percent of pretax profits to charity, the maximum deduction allowed by the 
Internal Revenue Service; most large corporations give 1 percent. 

In the area of corporate commitment to the central cities, there are a 
number of examples worthy of special attention. Control Data Corporation, 
which is one of the few companies to have succeeded in establishing new 
facilities in central cities, formed a new for-profit company, City Venture 
Corp., in 1978. City Venmre will plan and manage programs designed to 
improve conditions in economically depressed inner-city areas. This is a 
throwback to a concept talked about in the 1960s: private-enterprise solu- 
tions to social problems. In St. Louis, the Ralston Purina Co. decided a 
decade ago to keep its headquarters in the central city and has served as the 
official developer of a 130-acre (52.6-hectare) renewal project adjacent to its 
offices. Hallmark Cards Incorporated has spearheaded an even more impres- 
sive redevelopment, Crown Center in Kansas City, Missouri. Many people 
thought downtown Detroit could not be saved, but blue-chip industrial and 
financial corporations, led by the Ford Motor Co., have begun to turn the 
tide with Renaissance Center, a $350 million hotel-office-retailing complex. 
Henry Ford II showed that he meant business when he ordered the reloca- 
tion of the Ford Division from suburban Dearborn to Renaissance Center. 
Redevelopment is also going forward in downtown Oakland, across the bay 
from San Francisco. One of the prime movers has been the Clorox Co., which 
was founded in Oakland in 1913. In 1976 Clorox moved its corporate 
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headquarters into the heart of the downtown urban-renewal area. The com- 
pany has also provided the leadership for the Oakland Council for Economic 
Development. Oakland's plans for a 30-acre (12.1-hectare) City Center, 
consisting of stores, office buildings, restaurants, theaters, and a hotel tower, 
received a major shot in the arm in 1978 when Federated Department Stores 
agreed to anchor a shopping mall with a Bullock's branch. The Federated 
decision unlocked a $13.8 million federal grant. Ralph Lazarus, chairman of 
Federated, the nation's largest department store group, said pointedly that 
the decision to go into Oakland “gives us a chance to reaffirm our very strong 
commitment to America's downtowns."^® Finally, it should be noted that 
redevelopment does not always require the bulldozer. Business and Preser- 
vation, a book published in 1978 by the New York research organization 
INFORM, presented seventy-one case histories of corporate efforts to pre- 
serve old buildings and neighborhoods. 

In the preface to Business and Preservation, Roger G. Kennedy, vice 
president of the Ford Foundation, observed: “This book could not have been 
written ten years ago, and it would not have been written five years ago.''^^ 
Much the same could be said about the corporate-responsibility programs 
that are in place today in American business. Companies are doing things 
today that they never dreamed of doing a decade ago, and every opinion poll 
shows that the public expects them to continue to be sensitive to social needs. 
That expectation is unlikely to change. 


10 Statement issued by Federated Department Stores in 1978. 

11 Raynor Warner et al., Business and Preservation: A Survey of Business Conservation of 
Buildings and Neighborhoods, INFORM, New York, 1978. 
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William C. Norris, chairman and chief executive 
officer of Control Data Corporation since he founded 
the company in 1957, is a pioneer in the develop- 
ment of computer technology. He is a graduate of 
the University of Nebraska. Since 1957 Control Data 
has become a leader in world markets through the 
application of computer technology and has grown 
rapidly to revenues of more than $2.7 billion and 
assets of $5 billion. Today it is the leading company 
in electronic data services. 

Mr. Norris is a member of the Massachusetts Insti- 
tute of Technology Corporation Visiting Committee 
for Sponsored Research and serves on the evaluation 
panel of the National Academy of Sciences for the 
Institute for Computer Sciences and Technology. He 
also is on the Advisory Committee to the White 
House Conference on Balanced National Growth 
and Economic Development and the Commerce 
Technical Advisory Board. In addition, he is a trust- 
ee of A. T. International, a member and trustee of the 
Urban Institute, and a director of the National Rural 
Development and Finance Corporation. 



The term ‘‘corporate social responsibility” denotes vastly more today than 
when it first appeared a decade ago. From a few small efforts to “do good,” 
it has come to mean, in an increasing number of companies, serious and 
substantial projeas aimed at meeting some of society’s pressing needs. Busi- 
ness has for too long been living in the past, preoccupied with doing things 
in the traditional way. Meanwhile, the world has changed. The problems and 
needs gf United States industrial society today are different from those of the 
nineteoiW c^ntur^ half of the twentieth. 

This difference is reflected in the growing controversy between the social 
responsibility of business and the pro£t responsibility of business. Business 
needs to be reminded that the fundamental reason for its existence is to 
deliver the goods and services and jobs that socie^ needs. In our system 
fUTQfits are essential to the continuation of business, Btir society may decide 
that the business system itself, as we know it, is not essential unless it becomes 
more responsive to society’s real needs. 

While business has been mainly ignoring the major problems of society, 
demonstrated m inability to cope successfully with them 
aldiie, and they are growing to disastrous proportions. The fist of needs is 
long. It includes more and cheaper energy; the rebuilding of cities; environ- 
mental protection; lower food costs; more easily available and less cosdy 
health care; lower-cost, more readily available, and higher-quality education; 
better availability of technology; and, most important of all, a greater number 
of jobs, especially skilled jobs. 

Solutions are critical to our future, and they are interrelated. For example, 
vast numbers of new jobs will come from the development and production 
of new energy sources and from programs for energy conservation, environ- 
mental protection, and city building and rebuilding. 

What is required is a fundamental change in which business takes the 
^ initiative and .pj[pvide§ tfie leadexship for planning and managing the im- 
plementation of programs meeting these needs, in cooperation with govern- 
ment, labor unions, universities, churches, and all other leading segments of 
society. The major problems of our society are massive, and massive re- 
sources are required for their solution. The best approach is to view them 
with the strategy in mind that they can be profitable business opportunities 
with an appropriate sharing of cost between business and government. If the 
resources for solving particular problems are beyond those of a single compa- 
ny, as most are, they should be pooled through cooperative projeas or 
joint-venture companies. 

Control Data Corporation adopted this strategy a dozen years ago. It has 
been pursued vigorously and has proved sound. Although we undertake 
some social projects just because they are the right thing to do, we view the 
major unmet needs of society as oppormnities to pursue profitable business. 
Control Data has established a number of programs to implement this strate- 
gy* 
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ivould suffer because part of the workforce had landed in jail over the 
jveekend. The solution to that problem was twofold: we established a proce- 
dure whereby one of our young lawyers made a trip to the city jail early 
Monday morning with a book of bail bonds to get people back to work; the 
3 ther action was to provide more extensive counseling and legal help to solve 
jersonal problems and accommodate workers to the requirements of full- 
:ime employment. 

To bring the Northside plant up to the efficiency level of other plants cost 
f2.5 million, of which the government paid $ 1 million. The $1.5 million that 
Control Data paid was regarded as the equivalent of research and develop- 
nent for a product. Considering that we now have an efficient production 
)peration, with average tenure of employees at more than 5 years, and 
lonsidering what we have learned, the payoff is a handsome one, comparable 
0 the payoff from R&D. 


■Nforthside Child Development Center 


){''hen the Northside plant began operation, there were no child-care facili- 
ies in the neighborhood, but many of the residents, employees and potential 
imployees, were female heads of households with young children. Clearly, 
hild care had to be provided if the most urgent employment needs in that 
leighborhood were to be served. So we enlisted the support of the communi- 
y and got a day-care center started in a vacant 80-year-old school building. 

In 1976 the day-care center was moved into a new building specifically 
lesigned as a center for child development. It was built with 90 percent 
irivate funds and loans from local firms. 

The center provides care for more than 130 children aged from 6 weeks 
0 13 years. Trained personnel conduct a carefully designed program for 
nriched child development. The program encompasses personal manage- 
nent and social development, physical development, arts and crafts, sciences, 
nd black history and awareness. It is an A 1 -I- center which I unabashedly 
roclaim as the finest, bar none. 



•art-Time Job Opportunities 

<7e also learned that there were many job seekers who could not meet 
iill-time work-hour requirements. These included female heads of 
ouseholds with school-age children as well as high school, vocational school, 
nd college students in need of income to help them stay in school or to 
upplement family income. 

To address that problem, early in 1970 we opened a plant employing 
art-time workers in the middle of the depressed Selby area of St. Paul. The 
peration was started in an abandoned bowling alley, and iff 1974 a new 
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facility was opened to accommodate growth. This was the first new industrial 
facility to be built on a mile-long stretch of Selby's dilapidated commercial 
strip since a trolley-car powerhouse had been erected in 1889. 

The Selby plant's employment level is now at 230 persons. The first shift 
is mostly made up of mothers of school-age children; the second shift, 
primarily of high school and college students. 

Near the Selby operation is our newest and largest inner-city plant, hous- 
ing Control Data’s worldwide distribution center. The fourth inner-city oper- 
ation is the Capital plant in Washington, D.C. These two plants function 
similarly to Northside and Selby. 

EDUCATION ^ ‘ " 

Basic to Jobs are educa^^^^ Control Data's largest program 

addresses the worldwide need for better, more readily available, and lower- 
cost education. 

The only practical way to make major progress in solving this massive and 
urgent problem is through the use of technology such as television, audio- 
video tapes, and telephone, cable, and satellite transmission coordinated in 
a network learning system with computer-based education. Control Data has 
been engaged in developing such a system, called PLATO computer-based 
education, since 1961. We see PLATO computer-based education as ulti- 
mately becoming the largest segment of our business. 

The PLATO system provides a broad and flexible range of courses and 
lessons stored in a central computer. This material is accessible by a student 
through a televisionlike terminal, operated by the student at his or her own 
pace via a typewriterlike keyboard and a touch-sensitive screen. 

The system utilizes many features that facilitate rapid, personalized learn- 
ing in a self-paced, easy-to-use manner. Students communicate with comput- 
er-stored instructional materials via the PLATO terminal. These materials are 
displayed in the form of numbers, text, drawings, and animated graphics. 
Each individual receives continuous personal attention and immediate feed- 
back through step-by-step lessons. The system can also accommodate a num- 
ber of persons at the same time, each with varied knowledge levels or even 
each studying different subject matter. 

The PLATO method of learning has proved to be extremely successful in 
a wide variety of subjects, ranging from adult remedial education in basic 
reading, language, and mathematics skills to complex postgraduate courses. 
Learners have total control over their rate of study and can privately repeat 
tests or parts of tests as many times as necessary to achieve full understanding 
of the subject matter. The PLATO system has infinite patience and a virtually 
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inexhaustible memory, and it gives students immediate feedback, encourage- 
ment, and support. 

Our multifaceted education program includes the sale of complete com- 
puter-based-education systems and the offering of education and training 
through our learning centers and vocational training schools. There are 
nineteen vocational training schools called Control Data Institutes in the 
United States and fifteen in other countries. The curriculum consists of 
PLATO computer-based-education training courses for entry-level positions 
in computer operation, maintenance, and programming. Currently, approxi- 
mately 7000 students are graduated annually. 

Fair Break 

One application of the computer-based-education program is called Fair 
Break, aptly named because it prepares and assists young disadvantaged 
persons to get and keep jobs and makes more jobs available to them. Twenty 
PLATO Fair Break centers are now operating and delivering innovative 
training in basic skills, job readiness, life management, and job-seeking skills. 
The young people, who work part time, not only receive an income but are 
helped to identify any problems which should be resolved before they seek 
employment in the community. The program is delivered in cooperation 
with public schools with financial backing from Comprehensive Employment 
and Training Act (CETA) funds. 

Basic-Skills Learning System 

Our basic-skills learning system is worthy of special mention. This program, 
which Control Data has been codevelopin^ for several ye^ in cooperation 
with leading educators, is designed to help underachieving students advance 
from third-grade to eighth-grade equivalency in reading, language, and 
mathematics skills. Some impressive results have been reported. In one study 
in Baltimore, 24 funcdonally illiterate adults advanced almost one full grade 
level in reading after only 22 hours of instruction, of which 15 hours were 
spent on PLATO. In mathematics, 49 students tested advanced an average 
of 1 .2 grade levels after only 30 hours of instruction, of which 20 hours were 
spent on PLATO. With another group of 200 smdents in Florida, an average 
advance of one grade level was achieved after only 14 hours of terminal time 
on PLATO. 

We’ve taken the PLATO system to the heart of the inner city and into four 
prison systems in two states and proved that it works, ^th the basic-skills 
learning system, weVe taught functionally illiterate people how to read and 
” write in these toughest of all environments. 
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Rosebud 

An effort that will ultimately find important application in inner cities and in 
poverty-stricken rural areas is our program to improve Indian health care on 
the Rosebud Indian Reservation in South Dakota. Control Data has worked 
with tribal leaders to apply computer technology and managerial resources 
to improve the delivery of health care dramatically. Previously, one small 
hospital was responsible for the care of 8500 native Americans. Those who 
required care had to travel up to 130 miles (209 kilometers) to get it, and 
the number of professional staff was woefully inadequate to the task. Signifi- 
cant improvements have been evident since Control Data's medical van 
began traveling in the reservation and providing care to 900 residents per 
month. In addition, four clinics have been established, and Indian paramedics 
have been trained. All this was accomplished with a front-end investment 
from Control Data's funds for corporate social responsibility. 

Even though substantial improvement has been made at Rosebud, there 
is still urgent need for further improvement and an even greater need at most 
other reservations, where health care is not only poor but shamefully poor. 

The next phase of the program is to teach, self, health, fare to avoid illness 
through the use of PLATO computer-based education. This is a garganfuan 
task, but it is the only possible way to bring about the needed improvement 
in Indian health. 

Control Data is committed to a large-scale effort to help make the neces- 
sary changes in health care through training, not only for American Indians 
but for all. And we have the dedication and can marshal the re^sources of 
other companies and the government ultimately to achieve that goaL 

TRANSFER OF TECHNOLOGY AND 
AID TO SMALL BUSINESS 

The development of solutions to society's problems is handicapped when 
proven technology is not replicated. This has certainly been the case in urban 
efforts. The successful problem-solving technologies of one city or one neigh- 
borhood may never be applied in another setting. Control Data's TECHNO- 
TEC service addresses this problem. It is a worldwide computer-based 
communications system for collecting and helping to transfer technology. 
Although all types of technology are stored in the data base, priority is placed 
on solar energy, apiculture, food processing, and urban technology. In 
^riculture emphasis is placed on technology for small family farms, includ- 
ing urban farming, and small-scale food processing, because we believe that 
they offer the best means in the future to reduce food costs and increase 
production. 

A host of new technologies, such as lower-cost energy sources and lower- 
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cost and energy-efficient construction are required for better inner-city liv- 
ing. Many already exist and are being stored in TECHNOTEC. Easier access 
to needed technologies will be especially helpful to small enterprises, which 
will play an important role in rebuilding neighborhoods and commercial 
centers and in providing many other services. Participation in small enter- 
prises gives control to residents of the inner city and provides them with the 
long-absent economic opportunity and incentives for success. And a revitali- 
zation process that is founded on diverse profitable enterprises instead of 
depending upon a host of public programs will be a principal means of 
rebuilding a community. From within the community can become self-suffi- 
cient and responsive to changing needs. 

Business and Technology Centers 

Because of the importance of small business in creating and maintaining a 
solid base for urban revitalization, a new program of Control Data focuses 
on facilitating small-business formation and operation in inner cities through 
business and technology centers. A business and technology center is a 
business engaged in providing various combinations of consulting, shared 
facilities, and services for facilitating the successful start-up and growth of 
small businesses. 

A building or a cluster of buildings containing flexible laboratory and 
office space is subdivided and leased to small businesses. Within the buildings 
are centrally shared facilities and services, including a library, a model shop, 
drafting, accounting, purchasing, and legal services, and a complete range of 
computer services, including technologydocating and transfer services and 
computer-based education. 

Economies of scale will make it possible to provide occupants with needed 
facilities and services of much higher quality at a considerably lower cost than 
each one would be capable of procuring alone. Benefits will also be obtained 
from the enhanced environment for peer interchange. It is intended that 
computer-based education will provide not only a wide range of courses, 
including management training, accounting, and compliance with Federal 
Trade Commission (FTC) regulations, but also enhanced collaboration and 
technology interchange with universities and government laboratories. 

A roster of professional consultants, including members of university 
faculties, will be maintained. There will be an important element of social 
service, in that the professional consultants, both from business and from 
academia, will provide a certain percentage of time free of charge in helping 
would-be entrepreneurs to prepare plans. 
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Community Cooperation Office 

Obviously, a business and technology center needs a high degree of com- 
munity support to be successful. As with inner-city plants, Control Data will 
not undertake a center without a commitment for full support by the com- 
munity and an organized way of providing it. Support includes an appropri- 
ate piece, of land at a reasonable price, CETA funds for training, and seed 
money for new companies. 

^ It is niy belief that the most effective manner for a community to provide 
seed money is through the type of organization that Control Data and others 
have established in Minnesota. We call it the Minnesota Cooperation Office 
for Small Business. It is a nonprofit corporation that is supported by private 
contributions. Members of the board of directors are leaders from all the 
major sectors of society: business, labor, church, government, academia, 
nonprofit organizations, etc. The small permanent staff is supplemented with 
volunteers having the professional expertise that is required in the many 
different fields in which the small businesses will be engaged. 

The modus operandi is simple. An investor has an idea for a new product 
or service and wants to start a company to develop and market it. Financial 
backing from the usual sources is not available; venture capitalists are usually 
not interested in unproven ideas. The community cooperation office provides 
assistance. A volunteer team of experts is assembled from local businesses and 
universities to review the idea and, if it is sound, to help in the preparation 
of a business plan and in the prompt completion of the many other steps 
required in setting up a business. Since there is substantial risk, the initial 
capital is spread among a number of investors, including all types of busi- 
nesses, banks, insurance companies, larger industrial companies, and venture 
capitalists, plus labor unions, religious organizations, and local civic and 
government units. 

CONCLUSION 

A major barrier to the widespread adoption of a strategy of seeking business 
opportunities from meeting major social needs is the relentless pressure 
exened by the investment community for short-term earnings ioiprovement. 
For some reason many companies conduct their businesses as though they 
believed that financial institutions were their only constituency. In faa, of 
course, these institutions are only one part of their constituency. Financial 
institutions may influence the price of a company’s stock in the short term, 
but since they themselves frequently recognize no constituency of their own, 
they can exert only limited influence over the long term. 

In our society individuals have the franchise to maintain or change sys- 
tems. Our experience indicates that the majority of individual shareholders 
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will accept, indeed support, the concept of allocating substantial corporate 
resources to longer-term payout programs that address major social needs as 
business opportunities. What is required is that they be offered that alterna- 
tive by aggressive, forward-looking, and socially responsible corporate man- 
agements. 

See essays '‘Corporate Governance,*’ by Donald E. Schwartz, and "Affir- 
mative Aaion and the Urban Crisis," by Milton Moskowitz, for additional 
data on Control Data Corporation programs. 
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Coy G. Ekiund is president and chief executive o&c- 
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Burroughs Corporation, the Salk Institute for Bio- 
logical Studies, and Grand Central Art Galleries. He 
also serves on the boards of Americans for Indian 
Opportunity and the Women ^ Action Alliance and 
is chairman of the National Urban League. 



In recent years, it has become clear that the public expects corporate execu- 
tives to be more explicit about what we do and to assume an increasingly 
participative role in society. While some may still believe that business should 
not be bothered with social concerns, most of us hold the opposite opinion. 
Certainly we must assiduously live up to the fiduciary responsibilities incum- 
bent upon us by virtue of the fact that we are responsible for the stewardship 
of our stockholders’ or members’ interests first and foremost, but within that 
fixed restraint we have a sure responsibility to participate in imaginative and 
reasonable ways in the total community of which we are a pan. We believe 
that the inescapable burden of business freedom is social responsibility. For 
us today, social irresponsibility is about as unacceptable as financial irrespon- 
sibility. 

IMPORTANCE OF SOCIAL 
RESPONSIBILITY 

I should frankly admit that I am the traditionally conservative businessman 
with a fixed allegiance to the profit-motive system. I hold the firm conviction 
that the profit-motivated private-enterprise system is the goose that lays the 
gX>lden egg. .But I don’t believe that the highest purpose of business is to 
ma^mize profits. The uppermost objective of any business is to stay in 
bujmt^s. Survival comes ahead of everything else. In the future, it will 
require more than first-rate profits for any business to survive: responsible 
social conduct has become a sine qua non. Long-term survival of the corpo- 
rate world depends on meeting the expectations of social consensus. We must 
continue to hold the confidence of the people of the United States and 
validate to their satisfaction the social legitimacy of the private-enterprise 
system. Nothing less than corporate survival is at stake. 

Society granted our corporate charter — our licensed privilege to exist as 
a corporate enterprise. Clearly this is a privilege subject to whatever require- 
ments society decides to impose. We will continue in business only as long 
as we reasonably meet those requirements. They constimte a condidon of 
survival. 

In originally creating the corporation, the people intended it to fulfill 
certain of their purposes and to perform in ways beneficial to society. They 
certainly did not bring forth the corporation so that it could behave in ways 
detrimental to their interests or in ways that would jeopardize their well- 
being. 

Today our chartered mandate calls not only for goods and services of 
usefulness but, just as insistently, for corporate conduct that accords with the 
social values established by society. Moreover, the rules of condua will be 
subject to continuing revision as new issues emerge and broad social consen- 
sus evolves. Always it will be the people who define what constitutes accepta- 
ble social behavior on the part of the corporation. 
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Business people have always been sensitive to social consensus in the 
marketplace. They have passionately catered to it, meeting needs, tastes, and 
preferences to win customers’ favor. Satisfying customers has always been the 
key to success, the sure way to build a lasting business. The marketplace also 
has always supplied a discipline. It has been ever ready to sound the death 
knell for any business that fails to achieve customer satisfaction. That disci- 
pline continues to operate. 

Today business is dealing with still another marketplace, one that is much 
larger and more sophisticated and looks not only at the performance value 
of the product but at the performance value of the producer of the product 
as well. The performance of the corporation must be not only legal but 
ethical, fair, open, and considerate; it must accord with the total well-being 
requirements set by society. 

The insistent call upon corporate enterprise is to behave in ways that will 
preserve the integrity of the economic, social, political, and ecological sys- 
tems deemed essential to the betterment of life and even to the continued 
existence of life. In short, we are called upon to behave with social responsi- 
bility, which in a nutshell means ‘‘coming right with people.’’ Social responsi- 
bility calls for thoughtful inclusion of people considerations in every decision 
and every action; it means applying the simple standards of honesty, decency, 
and fairness in all we do. 


THE SOCIAL RESPONSIBILITY 
REVIEW PROCESS AT THE 
EQUITABLE 

At the Equitable, we are working to see that a sense of social accountability 
pervades the total management process and that it is institutionalized as an 
integral part of our corporate value system. The Social Performance Commit- 
tee of our board of directors monitors and reviews our total business condua, 
manifesting the board’s concern for these matters. We also have an Oflice of 
Corporate Social Responsibility to advise, counsel, and assist top manage- 
ment in staying abreast of the broad spectrum of social concerns. That office 
formulates and proposes plans and policies and is responsible for the periodic 
evaluation of social performance. However, achieving desired social per- 
formance is a functional responsibility placed squarely on the shoulders of 
line managers accountable for each major component of our business — 
accountable for social performance just as they are for financial performance 
and for goal achievement in general. 

Periodically, top management meets for a thorough review of progress in 
achieving the social performance goals established each year. Fundamental 
to each review session is a comprehensive report that presents data on a wide 
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range of social performance indicators. The reports extend from affirmative- 
aaion statistics to customer-satisfaction indices, to details on corporate contri- 
butions, and to quantification of newly approved social-priority investments. 
The Ofiice of Social Responsibility reviews and analyzes the data and adds 
to the report its own evaluation of the Equitable’s social performance for the 
period. 

Each section of the report is analyzed and commented on by the responsi- 
ble senior oflScer at review sessions, which all top oflSicers attend. Weak spots 
are targeted for action. The review sessions often involve sharp questioning 
and engender wholesome discussion. Following the management review 
session, the same material is presented to the Social Performance Committee 
of the board, where it receives a careful overview and evaluation with top 
management. 

Our social performance review system is by no means as nearly compre- 
hensive or as precise as we want it someday to be, but we believe that it is 
a highly valuable means of focusing our attention as an organization on the 
vital matters involved. 


AID TO MINORITY 
ENTREPRENEURIAL DEVELOPMENT 

Partly as the result of our formal review process, we regularly identify aspeas 
of our business in which there is further opportunity to make a contribution 
to the total well-being of society. For example, we believe that we can have 
a favorable eflFect on the economic development of minority groups. We 
believe that one of the most vital ways of improving the general welfare of 
the minority community is through the development of profitable business 
enterprises owned and managed by members of minority groups. We have 
identified a number of ways in which we can support such entrepreneurial 
development. 

Affirmative Financing 

One important way to support entrepreneurial development is to provide the 
foundation capital that the owner of a minority business needs to obtain 
additional financing from banks and other conventional financial institutions. 
This is accomplished through Equico-Capital Corporation, our wholly owned 
minority-enterprise small-business investment company (MESBIC) subsidi- 
ary. Equico-Capital Corporation is the largest privately owned MESBIC in 
existence. 

In cooperation with other financial institutions, Equico-Capital seeks to 
finance businesses that have promising growth and profit potential and are 
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Equitable’s established procedures, which recognize the imperative responsi- 
bility for safeguarding and productively employing all company assets. 

Affirmative Advertising 

The Equitable allocates annually not less than 10 percent of its total national 
advenising budget to minority-owned media. Priority consideration is given 
to black-owned media. 

SUMMARY 

Through affirmative financing, purchasing, banking, and advertising pro- 
grams, we endeavor to contribute to minority entrepreneurial development 
in various ways. These and other business-conduct activities are tied together 
by the social performance review process, which' is the key to marshaling the 
diverse forces of our large organization to the achievement of our corporate 
goals. 

We are pleased, but certainly not satisfied, with what we are accomplish- 
ing. As we continue always toward bettering the bottom line, we will deter- 
minedly continue to emphasize coming right with people. We will strive 
always to contribute significandy to the preservation of the whole and whole- 
some society upon which corporate survival ultimately depends. 
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Jobs are the lifeblood of a productive economy. Achieving high employment 
with stable, noninflationary economic growth has been a major goal of na- 
tional policy in the United States for three decades. 

The most socially beneficial acts that a corporation can perform are to 
provide jobs, incomes, products, and services that meet the needs and desires 
of the people. A national organi 2 ation of business leaders and educators, the 
Committee for Economic Development (CED), has been deeply committed 
to the goal of high employment without inflation since its formation in 1942. 

COSTS OF UNEMPLOYMENT 

Why have business leaders made high employment a priority.^ Clearly this 
is a matter of enlightened self-interest. High and persistent unemployment 
erodes the efficiency and flexibility of the economy. The jobless do not 
contribute to the nation’s output; rather they must be supported by the rest 
of society. 

There is another dimension to the costs of unemployment: the human 
dimension. For many, joblessness means hardship and deprivation in terms 
of forgone income, lost skills, lack of self-respea, and general physical and 
emotfbnal debilitation. 

The nation must also cope with the costs imposed by higher levels of 
crime, illness, alcoholism, family breakup, child abuse, and other social bur- 
dens and disorders brought on by unemployment. It must pay the price in 
higher budgets and higher taxes and in a deterioration in the quality of life. 
The sum total of all these costs of unemployment is formidable indeed, both 
for businesses and for the country as a whole. Thus it should be no surprise 
that enlightened business executives want to reduce these costs through more 
eflScient and effective programs. 

CED has consistently supported the view that the single most effective 
means of reducing unemployment is a strong economy. It has long advocated 
policies that aim at steady and vigorous economic growth to achieve high 
employment, and it has consistently rejected prescriptions for using massive 
unemployment or chronic stagnation as a means of combating inflation. 

Still, there are large groups of people who want to work but cannot find 
jobs even in the best of economic times. These so-called strucmrally unem- 
ployed may be undereducated, unskilled, or inexperienced, too young or too 
old, or unable to work full time. They may be subjea to discrimination or 
to restrictive labor practices, or they may lack the basic work disciplines and 
abilities to acquire a steady job and keep it. 


CED PROJECT 

CED recognized that the attack on unemployment could not be fully effective 
unless it was in good part aimed direaly at those groups that were consistent- 
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ly left out of the mainstream of the labor force. Hence, a project was under- 
taken to examine the problem of jobs for the hard-to-employ and to recom- 
mend solutions. 

Work on that projea began in 1975, when there was serious concern 
among CED’s trustees over the general high level of unemployment and, 
particularly, over the extraordinarily high jobless rates among n\i|nerous 
disadvantaged segment of the labor force: members of 'racial mlhorities, 
oldft^rs, the physically h^dicappeSj'and especially young people without 
prior work experience whose entire careers were being blighted before they 
began. At that point, however, many of the business trustees seriously ques- 
tioned whether much of that labor force could be absorbed directly into 
private employment. There were feelings that regular personnel practices 
could not handle such people and doubts that extraordinary corporate ex- 
penditures to train and orient such would-be employees would be fruitful or 
could be justified to shareholders. Many government officials and academic 
experts shared these doubts, and numerous disappointing experiences 
V seemed to corroborate such attitudes. The view w^ prevalent that training 

individuals was primarily a job for government. 

^ ./^As the sm^^ and insights were sh^ed,Tt became clever ffiat ‘ 

f governnient train and public-service employment had great drawbacks, ""^’ 

training programs often did not develop '’skills 
. emerging job opportunities. Public-service jobs were typically dead- 

end, and by their nature they helped to sag the interest and initiative of those 
employed. Furthermore, providing government jobs boosted the federal 
' budget and its deficit. 

" V Recognizing that four-fifths of the labor force is privately employed, CED 
searched carefully for better ways to utilize the private sector, which clearly 
could offer the best opponunities for job dignity, perni^ehde^and advarice- 
began to learn of first one and then another instance in which a 
private job program of some sort had been devised in some city, plant, or 
branch office and was working successfully. Sometimes only a few workers 
were involved. Sometimes the program was just a local manager’s good idea. 
Sometimes local public and private officials had worked out a program in 
partnership. Often partial and temporary government financial assistance was 
involved, usually through subsidies for on-the-job training. A nationwide 
survey of CED firms was taken, and dozens of such cases turned up. Corre- 
spondence and follow-up field investigations convinced CED that many of 
these programs were workable and could be replicated in at least some other 
areas. These practical demonstrations of what could be accomplished became 
the key part of a comprehensive policy statement, Jobs for the Hard-to- 
Employ: New Direaions for Public-Private Partnership, published by CED 
m January 1978. An accompanying volume spodighted sixty of the most 
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successful priyate gg^^piiblk-private training and job programs. ^ 

The central message oFthe CED policy statement is that a stronger public- 
private partnership needs to be developed to increase training and job oppor- 
tunities in the private sector and to speed the transition of the hard-to-employ 
from government income support and subsidized public or private jobs to 
permanent private employment. CED trustees have come to believe that 
while not all unfortunate persons can become employable, most of them can. 
Making that distinction is a key to wise public policy. 

CED*s agenda for action has strong policy implications for business and 
government. The report recommends: _ 

1. New and expanded use on a nationwide basis of private-sector programs 
that already work effectively and creation of a clearinghouse for disseminat- 
ing information about successful and innovative programs 

2. Stronger organizational mechanisms to mobilize private-sector involve- 
ment, including much wider use of 

a. Direct government employment contraas with private nonprofit orga- 
nizations created by consortia of business firms 

b. Other types of intermediary organizations that can help business handle 
job development, training, and placement activities 

c. Jobs corporations to provide training and jobs for the hardest-to-employ 

d. Cooperative community efforts, involving businesses, nonprofit orga- 
nizations, unions, schools, and governments, to increase training and job 
opportunities 

3. Increased incentives and reduced disincentives for private employment 
of the hard-to-employ, including additional experimentation with categorical 
tax credits, with stipends for trainees and apprentices, and with selective 
exemptions from the minimum wage and higher ceilings on social security 
earnings 

4. Improved approaches to the problems of particular groups among the 
hard-to-employ, including 

a. Increased stress on business involvement in skill training and upgrading 
of the disadvantaged 

b. Improved transition from school to work for youths as well as for other 
age groups, including increased use of apprenticeship and cooperative educa- 
tion programs 

1 Training and Jobs Programs in Action: Case Studies in Private-Sector Inidadves for the 
Hard-to-EmpIoy, Committee for Economic Development, in cooperation with Work in America 
Institute, New York, 1978. 
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dilemma that also demands a commitment on the part of the employer to 
prepare the workplace for the worker. The school-to-work transition requires 
a much more intensive effort to match education to the reality of the jobs 
market. And, in developing a career ladder, a much greater corporate com- 
mitment is needed to promote and upgrade personnel in entry-level posi- 
tions. 

The problem is both huge and complex, and progress can only be gradual. 
But the national atmosphere for finding solutions has substantially improved 
because genuine progress has been made. The success of numerous private- 
sector and public-private partnership ventures has finally begun to relieve the 
gloom that had settled over the future of millions of hard-to-employ Ameri- 
cans. 

More than ever, American corporations are recognizing that hiring the 
hard-to-employ is not merely good social policy but good business as well. 
In case after case, hiring practices adopted out of a sense of social responsibili- 
ty or in response to government prodding have produced favorable financial 
returns along with enormous human and community benefits. 



CORPORATE 

SOCIAL 

RESPONSIBILITY 
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The new term '‘corporate social responsibility’’ refers to a relatively old 
concept that is being expanded to address an increasing number of societal 
demands on business. These demands reflect a widely held belief that busi- 
ness lacks a significant concern for how its decisions and operations aSea 
’ society. The general yet comprehensive nature of the term makes definition 
difficult. Nevenheless, at Levi Strauss & Co. we believe in the comprehen- 
siveness of the concept, and we wish a concern for society to permeate every 
level of our company and to become a part of the day-to-day decision-making 
process. 

Leaving aside the definitional problem, most contemporary observers of 
corporate behavior begin by positing three basic rationales for the acceptance 
of an e:^pan^d for business in society. These are: 

• A moral obligation, usually stated as "the right thing to do” 

• A. self4nterest concept, usually stated as "a long-term economic self- 
interest of a corporation” 

• A. sociopolitic^ rationale, usually stated as "a necessity to preserve the 
private sector” 

A MORAL OBLIGATION 

We believe that all three rationales present compelling arguments for the 
acceptance of this new role, but for Levi Strauss & Co. our strongest motiva- 
tion is the moral obligation. Simply stated, we believe that this is the right 
thing to do. This obligation has been reinforced over the years by a family 
tradition reaching as far back as Levi Strauss himself. As early as 1850 Strauss 
established the goals of our company: a quality produa^ the best possible 
irking conditions for our employees, and community service. Today he 
wbutd be called socially responsible. Then he was simply called a good man. 

Corporate executives develop an idea of what they want their company 
to be. If this conception remains constant over long periods of time and- is 
institutionalized, it becomes, in effea, a personality characteristic of the 
corporation. Levi Strauss & Co.’s commitment to a genuine concern for 
people is a character trait of our corporation which is worthy of being 
maintained. Our primary concern in this regard is to demonstrate in every 
aspect of our business and in our dealings with the public that we are a 
corporation that cares about people. By example and encouragement, our 
top management has attempted to make the work environment a place where 
a genuine concern for people could manifest itself. As the leadership of the 
corporation changes, we’ve tried to ensure that this concept of what the 
company should be is maintained. 

Part of the challenge revolves around current business operations that 
give rise to the phenomenon of the "transitory manager.” Transitory manag- 
ers affect the ability to maintain a corporate persortdity because their present 
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work is noivlikd^ to be their lifelong envirgnm Thus, they lack a vested 
interest in identifying with or perpetuating a panicular corporate trait which 
they do not believe has broad acceptance or has a significant impact on their 
careers. Their primary concerns and goals are shortyterm: d^ly, wee^, and 
monthly bottom-line figures. Contemplating sociological and political inf- 
plications of contemporary social problems and how these will manifest 
themselves 1 5 to 20 years down the road is an alien process for most and is 
considered irrelevant by some. Encouraging this concern and providing an 
environment which allows this process to develop is the greatest challenge 
of top management. At Levi Strauss & Co. we pride ourselves on our ability 
to attract and retain managers who can grow with our ‘‘personality” and our 
business practices. 

2 - 

LONG-TERM SELF-INTEREST AND 
MAINTENANCE OF THE PRIVATE 
SECTOR 

Being sensitive to the needs and demands of society and joining in coopera- 
tive efforts to help meet those needs is in our long-term economic self- 
interest. If more companies had anticipated the change in societal values from 
a desire for greater quantity and diversity of material goods to a concern for 
the environment and the quality of life, many current environmental regula- 
tions might have been avoided. At Levi Strauss & Co., our early commitment 
to quality produced a consumer loyalty to our product that has certainly been 
in our long-term economic self-interest. 

There are, of course, other reasons why addressing social problems is 
intimately related to our self-interest. The most important is the improve- 
ment in a community’s general climate. A community with a wide range of 
^portunities and services such as good educational, recreational, and cultur- 
al activities, a comprehensive health system, social services that care for those 
in need, and an accessible and fair justice system provides a quality of life we 
all seek. The cycle is reinforcing: people want to live in a gipod community^ 
^ good company, aiid a company wants to locate in a g6<^' 
cgminumty and needs good people. 

It is important to remember that the role of business in society has been 
granted through the consent of the governed. Neither the free enterprise 
^ system nor the corporation was legitimized by the Constitution. American 
political institutions and their response to society’s goals will determine the 
future course of American business. Government regulation of the private 
sector and curbs on business’s independence of action have not occurred in 
a linear progression upward over the years. Instead, packages of legislation 
have been passed at periodic intervals and have usually been spurred or 
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accompanied by a general perception, valid or not, of widespread abuses on 
the part of business. Thus, the degree to which business maintains its present 
level of independence rests on a willingness to monitor itself and on an ability 
to discern and react to new societal demands. 

When Levi Strauss Sc Co. started a plant in Vallejo, California, two of the 
first operators hired were blacks. That meant that new employees coming 
into the plant saw that that was the way it was. Shortly after that an operator 
who came from the South complained to me about our policy. I said, ‘'Look, 
Fm sorry, but that's the way it is. And if you leave, well be sorry." She didn't 
leave. 

Then we took a bigger step in the South. Frankly, we didn't have the 
courage to take it as soon as we had wanted. We just didn't know whether 
it was right to impose our views. This sounds like medieval times now, but 
you must put yourself back to that period. We didn't know then whether it 
was proper to force our views on some of those small Southern towns. But 
we decided to, and Paul Glasgow, who was then in charge of operations, was. 
quite in tune with this decision. 

In Blackstone, Virginia, we weren’t attracting enough people to our plant 
for one reason or another. Paul came to us and said, “I think the time is right 
to integrate that plant." So we said, “Good. We’re with you." He went down 
and spoke with the powers that be. Blackstone was a small Southern town. 
He came back and said that they wanted a wall to divide the plant into black 
and white sections. We said, “No, we’re not going to." Then they asked us 
to paint a dividing line. Again we refused. Then they wanted separate drink- 
ing fountains and separate rest rooms. We refused, and they didn’t like our 
refusal. But they swallowed it, and our payroll continued and we expanded. 

Of course, when we went into communities in the South, affirmative- 
action programs were not required by law and weren’t even so identified, but 
we were a relatively important employer in all those communities. These 
developments go back 25 years now. In the end, the economic clout of a 
potential payroll of several hundred employees overcame any local objec- 
tions to integration. I think we chai^e4 attimdes ia many , cp.]^^ 

A lot of my business friends complain that they have trouble with their 
employees and the unions. Why do we take on this additional burden? “Why 
bother?" they ask. I guess we do because we believe in it. 

We do these things because they seem morally right, and they usually turn 
out to be good business too. In the Blackstone case we kept a plant going. 
By having an integrated policy we had a much greater labor pool to djraw 
frQtn, which in a labor-intensive industiy is important. But our policy didn't 
start that way. We just had a cohvicSon that integration was right. 

One of our first attempts to aid the disadvantaged was a plan to help small 
retail businesses. We had six small retailers in the general San Francisco Bay 
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area to whom we gave technical assistance. But, you know, it*s very difficult 
for a small business to succeed anywhere today regardless of whether it’s 
minority-owned or not. If small businesses don’t have management capability 
and if they’re located in a poor area, they have a hard time getting credit, 
a hard time getting insurance, and a hard time getting delivery. I’m sorry to 
say that after several years and a lot of help from others, all six retailers failed. 

Next we tried contracting with a manufacturing firm in Oakland named 
Ghettoes Incorporated. It sounded like an ideal situation: we would provide 
the technical know-how, and we would buy the firm’s products. We loaned 
it sewing machines and an experienced full-time manager, but that firm 
eventually failed too. 

Then we decided that we’d try giving steady employment to a group of 
disadvantaged people. We made a study to find an area that had the lowest 
economic level in the country. I think Greene County, Alabama, came out 
as the third or fourth poorest county in the United States; it was almost 
entirely black. We thought that by opening a plant there we could provide 
jobs and improve the whole community by giving people buying power. For 
a lot of reasons the venture didn’t work out as we had hoped. But we felt 
a responsibility to the people, and thanks to our community affairs depart- 
ment we were able to help organize a group of local black businessmen who 
took over the operation; so it’s still in existence. We found technical assist- 
ance for the group and helped it get government contracts. And then we sold 
it all the equipment in the plant for $100. 

I really don’t know of any other corporation that would have stayed with 
this program as we did. I think a lot of people feel as the economist Milton 
Friedman does: the only responsibility that a corporation has is to make 
money. I disagree with them completely. 

< 


PROGRAM INNOVATIONS 

Levi Strauss & Co. has developed several innovative programs which we 
believe are investments in the future. The most innovative of these programs 
and the one of which we are proudest is our Community Involvement Team 
(CIT) program. It is difficult to discuss the teams of this program as if they 
were distant dots or lines on an organization chart. Knowing these people 
%ir work creates a personal bond. 

Community involvement teams are groups of employees who combine 
volunteer time and company time to solve local community social problems. 
They are located wherever we have plants and distribution centers through- 
out the United States and in twelve locations in our international group. 
Their goal is identification and evaluation of and direct involvement with 
possible solutions to community p|:oblems. 
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Interestingly, the initial program was never written up as a proposal with 
rationales, goals, and budgets seeking management’s approval. It began be- 
cause two of our managers noticed the beginnings of a problem which some 
would later identify as alienation. Paul Glasgow was concerned that the rapid 
growth of our company was producing a we-they dichotomy between the 
home office and the field. At the local level, plant managers were becoming 
isolated, with less and less time for personal contact with their employees. 
New production schedules and pressures left them less time for community 
activities. Their “hands on” knowledge of the social problems affecting their 
communities, and therefore their own employees, was dropping rapidly. Paul 
felt that a mechanism could be devised to increase personal contact between 
management and workers as well as contact between the workforce in gener- 
al and the community. 

Bud Johns, on the other hand, was concerned with the increasing inability 
of individuals to have a meaningful impact on the problems which direcdy 
affected their lives. He was interested in finding a mechanism that would give 
individuals some clout — a way to affect their environment materially. Bud 
and Paul together formed the first CITs and chipped in from their depart- 
ment budgets to get them started. The concept really began to gain momen- 
tum when, a year later, we made Tom Harris and the newly established 
community affairs department responsible for the teams. Members of each 
team were encouraged to become involved in their community, to make 
contact with the administrators of nonprofit agencies, to attend city council 
meetings and get to know their representatives, and to gain a working 
knowledge of the distribution of resources in their community. Individuals 
who had never had an opportunity to make a significant impact on their 
community, and in many cases had never met a local mayor, found them- 
selves standing up at community meetings and pledging that if the town 
would grade the road, they would build the ball field, and that if the local 
theater group would perform at an orphans’ home, they would buy the props. 
The pride and sense of achievement derived from such encounters carry over 
into the work environment in an increased sense of self-worth. To say it is 
fun to watch these teams is an understatement: it’s inspiring. 

This program began a decade and sixty-two community involvement 
teams ago. Under the guidance of the community affairs department, the 
program has been institutionalized and has expanded to become a major 
community service program in all our plant communities. The cost is very 
modest, and even if it were substantially larger, we would continue our 
efforts. Why is the program such a success,^ The reasons are many and were 
not immediately clear. Over the years, however, general trends have pointed 
to unique results which we did not expect or even consider when we began 
our program. 
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have been recognized as general problems deserving national attention. For 
example, our CIT teams began to notice the expanding needs of the elderly 
several years ago. They had identifi^ the expansion of this age group arid 
the strain that it was placing on local agencies before it became a significant 
national issue. The same was true of fainily violence. Our teams were in- 
volved with battered children and battered wives before there was significant 
national exposure. They are, in effea, lightning rods, or early warning de- 
vices for future problems. Although any one team's individual projea may 
appear modest, the totality of all the teams' aaiveness creates a mosaic of 
problem solving that deals with many aspects of major community social 
problems. The issues of the needs of the elderly and family violence both are 
now major areas of focus for the Levi Strauss Foundation staff. 

Another unique by-product has been a decline in managerial isolation. 
Managers who take active roles with CITs report better communications and 
morale with and among their employees. Additionally, a partial reintegration 
into community life may also be occurring. Because we encourage the solici- 
tation of communitywide support, managers are in closer contact with local 
officials and other community organizations. When we first began to form 
CITs, many managers and employees were unable to discuss the problems 
affeaing their communities beyond a generalized recognition of national 
issues such as inflation and unemployment. Now many can relate to the 
magnitude and uniqueness of their own community problems and have a 
general knowledge of how resources are allocated toward their solution. This 
increased awareness is significant since many can now identify more readily 
with the problems of local agency administrators and local political units. 
Thus, the almost-automatic negative reaction to government programs in the 
social welfare area and, perhaps, to government in general begins to diminish 
with a mutual understanding of each other's problems. This is a positive step 
toward making business and government parmers instead of adversaries. 


LIMITATIONS AND CONCLUSIONS 

Discussing the limitations of corporate responses to the concept of corporate 
social responsibility is difficult, if not impossible, in the absence of a consensu- 
ally accepted definition. If, however, we use “fairness" as a general guide- 
line, we are limited only by prevailing ethical values within the population. 
Here^ too^^.^^iness can h^ve ajeadership role, espec^ly intejrndly, in the 
typg,^q|;^ethical work etivironment*that it provide for its employees. 

In terms pf cpmmunity^seiyjce, cori^ratipns l^ted. by training^-hy,^ 
staff, and by resources. Qur mostimpartant contribution, requiring the over- 
^whelming" majority of^ our personnel and resources, is tfie proyidipg of jpbs 
and the production of products. Business executives are hot Quipped either 
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by education or by background for an easy transition to the service sector. 
For this reason programs should be developed to help facilitate this area of 
corporate-public cooperation. As with our primary responsibilities, our new 
social responsibilities require that a material commitment to professional staff 
and professional programs be made. In the final analysis, however, the exten- 
siveness of any business’s eflfort must be related to the size and nature of its 
enterprise. 

, But to dwell on our limitations is to overlook our potentials. One such 
potential is to share information more openly with both the public and one’s 
own employees. Levi Strauss Sc Co. publishes on a regular basis financial 
information on the Levi Strauss Foundation and on company contributions. 
We have issued a Worldwide Code of Business Ethics and stressed our 
commitment to social responsibility in our stock prospectus. 

There are numerous other areas, and perhaps the limitations referred to 
above are only the limits of our imagination. The individual talents subsumed 
in any given corporation have yet to be tapped. The search for viable ways 
in which to make those talents accessible to society should and must continue. 
Government and business must cease being adversaries in the face of social 
dilemmas and become partners in cooperative solutions. Zealots of philo- 
sophical laissez faire economics must become the converts of social realities 
and social responsibility. If nations, governments, institutions, and individu- 
als are prone to act only in the context of narrowly drawn definitions of 
self-interest, then the onrushing complexities of global resource scarcity, 
overpopulation, and environmental degradation will bury the worst and 
devour the best. Let us hope that the separation and alienation we have 
known over the last two decades will give rise to a new era when individuals, 
business, government, and developed and underdeveloped countries will 
come together to address their need for one other and the common needs 
of this planet. In this latter regard, we are limited only by our willingness to 
try, to risk, and to make mistakes. 



CREATIVE 

CORPORATE 

PHILANTHROPY 


WILLIAM A. ANDRES 

William A, Andres is chairman and chief executive 
ofBcer of Dayton Hudson Corporation, a diversified 
retail company operating nationally through depart- 
ment stores, low-margin stores, specialty stores, and 
a chain of soft-lines stores and headquartered in Min- 
neapolis. Mr. Andres began his retail career in 1949 
after receiving his master's degree in retailing from 
the University of Pittsburgh. 

He joined Dayton 's department store as a mer- 
chandise trainee in 1958. After serving as depart- 
ment manager, divisional merchandise manager, 
vice president for home furnishings, and senior vice 
president for operations, he was elected chairman of 
Dayton *s in 1968. He was named senior vice presi- 
dent of Dayton Hudson Corporation in 1968, execu- 
tive vice president for retail operations in August 
1971, and president in November 1974. Since Sep- 
tember 1976, be has been chief executive ofScer. He 
was elected chairman in December 1977. 

Mr. Andres is a director of the First Bank System 
Inc., the International Multifoods Corp., and the St. 
Paul Companies, Inc. He serves on the boards of 
United Way of the Minneapolis area and the Guthrie 
Theater. 



At Dayton Hudson Corporation, we believe that business exists for one 
purpose only: to serve society. Profit is our reward for serving society well. 
Indeed, profit is both the means and the measure of that service, but it is not 
the end. 

From its inception, the Dayton Hudson business strategy has recognized p 
the centrality of service. Our corporate statement of philosophy identifies the ? 

four major publics that we serve: our customers, our employees, our share- 
holders, and the communities in which we do business. We find no conflict 
in serving all four constimencies because their interests are mutually en- 
twined. The common denominator in serving all is maximum long-range 
profit, without which we could serve none well. 

Most assuredly, our philosophy is based on enlightened self-interest. Busi- 
ness must serve society because society holds the franchise on the free enter- 
prise system, which permits our very existence. As long as society believes 
that business serves it well, the franchise remains secure. But should the 
American people become thoroughly dissatisfied with business, perceiving 
they are not well served, the franchise is in danger and the system in jeop- 
ardy. 

While we make no claim that the free enterprise system is in imminent 
danger, evidence of public dissatisfaction with business mounts in many / „ 
forms: i€;^islation, stringent regulation, pressure groups. Left un- .. 

checked, this mounting public pressure wiirpunisli business severely, deny- 
ing us the maximum long-range profits which are the means of our service 
and our survival. Eventually, this trend could alter the free enterprise system 
or replace it with another, regardless of its merits. 

Granted, public mistrust is in no way confined to the private sector. The 
public sector has come under fire as well. Both business and government 
have been shaken by local, national, and international scandal. Public confi- 
dence in these two major institutions of our free society is at an all-time low. 

While neither sector has consistently fulfilled its basic obligations to serve 
the changing needs of society, there appears to be a marked difference in the 
public’s complaints against them. According to one analysis by Yankelovich, 
Skelly and White, the public and its leaders are cynical about the competence ^ . 
of government, but they question the priorities of business. According to 
Yankelovich, what is emerging is a ‘'new agenda” for business responsibility, 
with items which the public views as its “entidements.’’^ The public has 
changed the rules and is demanding a diflFerent ^d of business instimtion, 
one devoted to the public interest. 

Dayton Hudson views this new agenda as a challenge to corporate Ameri- 
ca to accept full partnership with government as a dominant force in society 


1 “Public Policy Pressures,” Fifth Annual Study, prepared by Yankelovich, Skelly and White, 
July 1977, p. 25. 
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today. We think it foolish for these two major forces in American life to be 
when the public is challenging both equally. 

We see business as an insufficiently tapped resource for solving the com- 
social problems which government alone cannot handle. Not only does 
business have resources, it has talent and a reputation for efficiency and 
effectiveness. The public apparently respects that performance and is chal- 
lenging business to participate in the achievement of national goals. At 
Dayton Hudson, we believe that to ignore the public’s challenge is perilous 
to the future of all; to accept it, a great opportunity. 

DEVELOPMENT OF THE DAYTON 
HUDSON PROGRAM 

What distinguishes Dayton Hudson is that our corporate forefathers under- 
stood the necessity and recognized the benefits of this public-private partner- 
ship long before society began articulating its expectations so clearly. Almost 
from the beginning, Dayton Hudson management recognized the subtle but 
important difference that the business of business is serving society, not just 
making money. For our corporation, social responsibility begins with the way 
in which we do business: clean stores, courteous employees, quality merchan- 
dise with satisfaction guaranteed,” and full and honest disclosure with sup- 
pliers, stockholders, and consumers alike. The concept is strengthened with 
community involvement of Dayton Hudson and its people at every level. 

Over the years, this philosophy of service has been translated into a sound 
business strategy with impressive results. Dayton Hudson Corporation now 
ranks as the seventh largest nonfood retailer in the nation, with more than 
$3 billion in annual sales. Throughout this growth, our concept of corporate 
citizenship has extended to contributing an amount equal to 5 percent of 
federally taxable income to worthwhile projects that we feel will enhance the 
quality of life in the communities where we operate, making them better 
places in which to live, to work, and to do business. 

In 1980 our community giving program reached more than $10 million, 
marking the sixty-third consecutive year in which the corporation and its 
predecessor independent companies conducted a systematic program of 
charitable giving and the thirty-fifth in which that giving reached the 5 
percent level. 

Inherent in Dayton Hudson s decision to serve communities is our recog- 
nition that external factors affect profits just as surely as do internal factors. 
Crime rates, housing conditions, the quality of education, and the availability 
of cultural resources all influence business success just as much as do mer- 
chandising and management practices. 

Moreover, we know from experience that corporate citizenship can impact 
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these factors — positively, if the commitment and contributions are there; 
negatively, if not. No business, whether it is a local, regional, or national 
corporation, can avoid citi 2 enship in the communities where it operates. 

For maximum impact, our giving efforts are focused in terms of both 
geography and program. Although national in scope, our corporation is 
made up of individual operating companies with strong local identities; thus 
it makes good sense for us to focus on funding creative, innovative effons 
and organizations in the local communities that contribute to Dayton Hudson 
profits. 

In our view, it also makes good sense to focus our funding emphasis rather 
than have it diffused. Traditionally, our funding has stressed social-action 
programs and the arts, because we feel that both are vital to the well-being 
of our communities — social-action programs because the most significant 
dimension of a livable urban community is its social health and the arts 
because a rich cultural environment has a humanizing influence critical to a 
high quality of life for all the citizens of a community. 

Although these areas receive primary emphasis, with approximately 40 
percent of total contributions to each, other needs are met as well. About 20 
percent of corporate contributions support such general efforts as education- 
al, medical, environmental and community development projeas. Gifts and 
grants from Dayton Hudson and its operating companies underwrite such 
diverse projects as: 

• A 5-year action plan to revitalize an inner-city neighborhood in Min- 
neapolis 

• Needed transportation for Chicanos in the Phoenix area so that they can 
better utilize community facilities for the aging and those providing educa- 
tion, health care, and job counseling 

• The most complete exhibition ever held of the paper cutouts of the 
French artist Henri Matisse, at the Detroit Institute of Arts 

• A challenge grant to the Allied Arts Foundation of Oklahoma City, which 
served as an incentive to complete its fund drive in a single month 

®a/ton Hudson contributions have maximum impact not only because 
they are focused but because they are leveraged as well. They are leveraged, 
first, with the time and talent of Dayton Hudson people in community 
service; and, second, with the contributions of other corporations, particular- 
ly in our headquarters state of Minnesota, where some forty-five companies 
contribute at the full 5 percent level. 

For us, serving the communities in which we operate is neither an after- 
thought nor an appendage to some other program. Dayton Hudson's pro- 
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Hudson Foundation board of trustees concerned with philosophy and pro- 
gram effectiveness. Grant applications, depending on their si 2 e, are approved 
by the trustees, a trustee contributions committee, the foundation chairman, 
or its president. The process is monitored by the social responsibility commit- 
tee, which reviews results and recommends to the board the amount of the 
annual corporate gift to the foundation. 

The emphasis given the corporate citizenship concept within the Dayton 
Hudson Corporation is another important factor. The chief executive ofiScer 
of each operating company must report regularly to the social responsibility 
committee of the board of directors on what steps have been taken to im- 
prove business environment, including affirmative action and equal employ- 
ment opportunity, as well as local operating-company community giving, 
which is matched by the foundation. Those efforts determine approximately 
5 percent of each chief executive's performance appraisal. 

The scope of our public-affairs program facilitates a partnership with gov- 
ernment that results in corporate contributions being leveraged with public 
funds in some cases. We have long made it a practice to lobby in the public 
interest: funding for the arts, for public housing, and other government 
commitments essential to the health and growth of urban communities. Our 
legislative program is openly executed and scrupulously bipartisan; it has 
earned Dayton Hudson the respect of both major political parties. 

The sum of these dimensions is a program which has helped Minnesota 
set a standard for corporate citizenship, good government, and quality of life 
that is known throughout the country. Time magazine called Minnesota 
State that Works,”2 and Fortune magazine, in an article on Minneapolis, 
stressed the character of Dayton Hudson's headquarters city in these words: 

In a magic sort of way, the city has taken on a cloak of glamour as the place 
where a lot of things are going right. . . . Corporate executives devote an 
astonishing amount of their time and money to good works and civic affairs. 

. . . Their business leaders have set a standard of corporate citizenship that, if 
widely copied, would profoundly alter the shape of American philanthropy, 
culture, and cities — ^all for the better. ^ 

A CHALLENGE TO ALL COMPANIES 

The New York Times has called Dayton Hudson Corporation “one of the 


2 “Minnesota: A State That Works,” cover story. Time, Aug. 13, 1973, pp. 24, 25. 

3 Gurney Breckenfeld, “How Minneapolis Fends Off the Urban Crisis,” Fortune, January 1976, 
p. 132. 
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Were all to recognize the business sense of such a concerted effort nation- 
wide, the financial security of the United States would be enhanced and the 
future of the free enterprise system would be secured as well. 



Part ^ 


THE PHYSICAL 
DIMENSIONS OF 
CORPORATE 
CONDUCT 
❖ 

Environmental and Consumer 
Protection and Occupational 
Health and Safety 


The essays selected for Part 3 focus primarily on the impact of corporate 
policies on the physical well-being of consumers, employees, and the public. 
Whether or not there has been an actual deterioration in the quality of 
corporate performance in these areas in recent years, public expectations of 
corporate conduct have certainly increased markedly. Thanks to the passage 
of federal regulations establishing uniform standards of environmental and 
consumer protection and occupational health and safety, corporations are 
now required to consider carefully the social impaa of their daily business 
decisions. 

Yet, for a variety of reasons, the^social performance of corporations con- 
tinues to differ markedly from company to company. One of the most re- 
spected and most influential of the public research organizations, the Council 
on Economic Priorities, was established for the purpose of measuring and 
reporting these differences. In her essay, the councifs founder and executive 
director, Alice Tepper Marlin, summarizes the results of the organization s 
extensive research into the social behavior of corporations in the last decade. 
She ranks the pollution-control performance of firms in four industries: paper 
and pulp, steel, oil refining, and power generation. Strikingly, the council's 
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studies reveal that the firms with the best pollution-controLiecQ^-^^ tend 
to be the most profitable. Marlin notes that while rriost executives regarSl tfie 
consideration of social factors as a threat to profits, ‘'the more innovative, 
top-performing executive will see these social ‘constraints' as challenging 
opportunities and will think beyond government and act to serve the public 
by resolving basic human problems while reaping consistently good returns.” 

INFORM, another research-oriented public-interest organization based in 
New York, has adopted an approach similar to that of the Council on Eco- 
nomic Priorities. In her essay, INFORM's founder and executive director, 
Joanna Underwood, analyzes the consumer-sales and land-use practices of 
large-scale residential development companies and the occupational safety 
and health conditions of copper mines. She finds considerable variation in 
corporate performance and concludes that companies hurt themselves 
economically when they are unwilling to engage in two-way communication 
with the many publics affected by their operations. 

Sandra L. Willett makes a similar plea to business executives in her essay, 
A Consumer Agenda for Corporate Leadership.” The executive vice presi- 
dent of the National Consumers League, Willett urges corporations to coop- 
erate more closely with the organized consumer movement. She argues that 
this will both improve the public image of business and increase the public's 
satisfaction with the products produced by corporations. 

The final two contributions in this section come from chief executive 
officers whose companies have been particularly responsive to changing pub- 
lic expectations in these areas of environmental protection and occupational 
health and safety. Paul F. Oreffice of the Dow Chemical Company describes 
his company s extensive and highly organized efforts to protect the quality 
of the air and water in the area adjacent to Dow's chemical plants. He traces 
Dow s historic sensitivity to environmental issues to two factors, one social 
^d the other geographic. First, the location of the company’s headquarters 
in the small town of Midland, Michigan, meant that the company's executives 
and employees would personally bear the consequences of the company’s 
environmental policies. Secondly, Midland is located at the confluence of 
three small rivers, each large enough to be used to float logs (upon which 
the company was initially dependent) but too small to absorb chemical pollu- 
tants. 

In the final essay in this section, Irving S, Shapiro describes E. I. du Pont 
de Nemours & Co. s efforts to avoid exposing its workers to hazardous 
su stances. Drawing on Du Pont s long history of interest in occupational 
th and safety, Shapiro concludes that “an emphasis on safety-conscious 
mmagement, medical surveillance, and toxicological research, combined 
with a prime directive to make only those produas which can be manufac- 
tured, transported, consumed, and disposed of safely, can make a differ- 
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ence.** While recogni2ing that government has a critical and legitimate role 
to play in establishing uniform safety standards, he contends that corpora- 
tions themselves have a responsibility to consider both the potential risks and 
the benefits of the products they produce. 



CORPORATE 

SOCIAL 

PERFORMANCE 

❖ 

A Comparative Perspective 


ALICE TEPPER MARLIN 

Alice Tepper Marlin is the founder and executive 
director of the Council on Economic Priorities. The 
goal of the council^ which has been called by Busi- 
ness Week **the Dun and Bradstreet of Social Re* 
t 'kpdnsibility/* has been deBned as making 'sdcfM^ 
1| responsibility an additional standard by which cor- | 
porate practices are evaluated and exposed to the 
A investing and general public. The council has r^-'t\ 
searched and published more than seventy studii^^ 
and reports on corporate social performance and has 
established a reputation as an unbiased authority in 
this area. 

Alice Tepper Marlin was graduated from Welles- 
ley College and worked as a Wall Street securities 
analyst. She has served as Woodrow Wilson Founda- 
tion senior visiting fellow (1974-1977), adjunct 
professor at Rutgers University School of Business 
and Administrative Sciences (1974, 1975), a member 
of the faculty of Antioch College ( 1970), and a mem- 
ber of the IMP faculty of the Graduate School of 
Business ( 1972). She has testihed as an expert witness 
before congressional committees, has served as an 
adviser on government committees, has lectured 
widely, bolds local elective o&ce, and has served as 
a board member of many prestigious local and na- 
tional organizations. She is a member of the United 
States Association for the Club of Rome and of the 
Women's Forum. 



The reasons for superior social and ethical corporate activities and their 
impact on profitability are difficult to ascertain. Fortunately, there have been 
business leaders who have shown a high degree of social responsibility. 
There is considerable evidence that it is possible to behave responsibly and 
be a good business manager at the same time. For example, in a survey of 
the paper industry the firms that showed the best pollution-control records 
were also the most profitable. But historically the link between responsibility 
and profitability is not yet sufficiently universal to obviate government inter- 
vention. 

Few would argue that government intervention is desirable for its own 
sake. It is needed because business has not been more independently respon- 
sible. There is a school of economic thought (e.g., Milton Friedman in 
Capitalism and Freedom, 1962) which argues that it is government’s job to 
regulate and that business should wait for government to set the rules. This 
approach ignores the rapidly changing social and environmental conditions 
of the marketplace. Any firm operating today in strict accordance with that 
directive puts itself at a distinct competitive disadvantage. 

A long-term profit-maximization strategy would take into account the 
results of a firm’s social performance, including the likelihood of government 
corrective regulation. I can therefore suggest that in the short term business 
executives need social-impaa indicators against which they can evaluate and 
augment profits. 

Business today and in the foreseeable future seeks to maximize profits on 
investment subject to a social-impact constraint. In practice, social faaors 
often appear as conflicting objectives to most executives. The passive execu- 
tive will at best adhere to the letter of the law. The more innovative, top- 
performing executive will see these social “constraints” as challenging op- 
portunities and will think beyond government and act to serve the public by 
resolving basic human problems while reaping consistently good returns. 

THE ROOTS OF SOCIAL 
ACCOUNTABILITY 

Pressure to make corporations accountable for socially responsible perform- 
ance is not altogether a new phenomenon. It should not be seen solely within 
a context of the dramatic social changes of the 1960s and 1970s. In this 
century the social pressures of an earlier progressive era brought about the 
abolition of child labor and won legal status for organized labor. They 
resulted in early and important pure food and drug legislation, the Fair Labor 
Standards Act, the setting of minimum wages, and many other social im- 
provements. These measures were first perceived by business as threatening 
the very existence of private enterprise in the United States. Indeed, they 
seemed to threaten the very foundation of the United States itself. Time has, 
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4 pounds (1.8 kilograms) and National Steel Corp. the worst at nearly 22 
pounds (10 kilograms), or Eve times zs much. Figure 1 shows the relative 
performance of all seven firms. 


BEST 



FIGURE 1 Iron and steel industry pol- 
lution-control performance: the top seven 
firms ranked from best to worst. 

In its 1977 update of the study on the steel industry, 2 the council found 
that since 1972 only Armco had made across-the-board progress in control- 
ling air and water pollution. The study again rated the companies' forty-seven 
basic mills individually on their performance in controlling the seven basic 
steelmaking air and water pollutants and compared the 1976 data with those 
of the 1972 study. While all the companies had made progress in controlling a 
at least one of the seven air and water pollutants, only Armco had scored 
improvements in each of the seven areas. 1 

When CEP does an update, such as this one for the steel industry, there 
have been few cases of plants having closed over the time period because of 


2 James S. Cannon and Frederick S. Armentrout, Environmental Steel/Updare, Council on 
Economic Prioriries, New York, 1977. 
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FIGURE 2 Petroleum-refining industry 
pollution-control performance: the top 
eight firms ranked from best to worst. 

State and regional regulations varied (and still vary) widely. Some re- 
gions, like southern California, concentrated first on controlling certain re- 
gional air-pollution problems. As a result, Los Angeles had the best refinery 
air-pollution control (but not the cleanest air) and the worst refinery water- 
pollution control in the country. Other regions pushed first for improved 
water quality. Washington and Illinois, for example, began to regulate water 
polluters long before federal laws were enacted. 

Only two of the twenty-four companies surveyed in our 1970 study of 
pollution in the pulp and paper industry^ had records of sustained interest 
and effort toward achieving excellent pollution control at their mills: Owens- 
Illinois, Inc., and Weyerhaeuser Co. Ail four Owens-Illinois mills had ade-« 
quate air-pollution and water-pollution controls. In 1970 Weyerhaeuser op- 
erated eleven pulp mills, nine of which had been constructed with 
state-of-the-art pollution controls after World War II. Weyerhaeuser also 
instituted many techniques for control, such as the first kraft-miil odor-con- 
trol system, because it recognized the problem and had a desire to control 
it. On the other end of the spectrum in 1970 were the St. Regis Paper Co., 
Potlatch Forests (now Potlatch Corp.), and Diamond International Corp., all 


4 Leslie Allan and Eileen Kohl Kaufman, Paper Profits, Council on Economic Priorities, New 
York, 1970. 
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FIGURE 3 Pulp and paper industry pol- 
lution-control performance: twenty-one 
major companies ranked from best to 
worst. 
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office and clerical work; only 6.7 percent held jobs above that level. 

As in our pollution-control studies, we found wide variation in the per- 
formance of individual banks. The councirs key measure of performance was 
a bank’s utilization of women and minority members as compared with their 
availability in each bank’s local labor force. Two basic categories — officials 
and managers; and professionals, technicians, and sales employees — were 
used in our rankings. These categories were established by the Equal Em- 
ployment Oppormnity Commission (EEOC), and information was drawn 
from 1971 EEO-1 reports filed with the Treasury. The National Bank of 
Detroit and the Bank of America had the best records in employment of 
minority-group members as officials and managers. The Wells Fargo Bank 
and the National Bank of Detroit ranked best in the employment of women 
in the officials-and-managers category. 

In an expanded update of the smdy published in 1976,^ the council 
evaluated twenty-four banks in eight cities and found that the banks had 
made substantial progress in the increasing utilization of women, especially 
minority women, at the management level. Women still did not, however, 
fare very well in the officers category despite some improvements since 1971. 
Overall, the study showed that minority men were still encountering extreme 
difficulty in obtaining jobs at any level in large banks. The job classification 
of minority women had improved more than that of any other group. The 
best banks were the Bank of America, the National Bank of Detroit, Wells 
Fargo, and the Security Pacific National Bank. The poorest performances 
were found at the Girard Bank, the First National Bank of Chicago, the 
Continental Illinois National Bank and Trust Company of Chicago, and the 
Chase Manhattan Bank. Two of the three biggest New York banks had 
improved their already-good relative positions with respect to their use of 
members of minority groups in top jobs. Manufacmrers Hanover Trust Co., 
which had ranked fourth in 1971, ranked third in 1975; and Chase Manhat- 
tan, which had ranked fifth in 1971, ranked fourth in 1976. Citibank, on the 
other hand, had fallen from third to thirteenth place (out of twenty-two). 

When Crocker National Bank was sued in 1975 for discrimination against 
women, the bank used CEP’s good ranking in its defense. Subsequently it 
cited our evaluation with pride in its letter to shareholders published in its 
1976 annual report and signed by Chairman Thomas R. Wilcox and Presi- 
dent Robert K. Wilmouth: 

Naturally we were pleased when at year-end Council on Economic Priori- 
ties, a nonprofit research organization that studies corporate performance in 
matters aifeaing the public interest, rated us at the top of all banks they 
surveyed in our employment of minorities in upper level positions. We do 


9 Tina Simcich, Shorrchanged/Updare, Council on Economic Priorities, New York, 1976. 
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believe in and actively practice the utilization of individual talent from all 
segments of society. Indeed, it is this blend of ethnic and racial backgrounds 
in Crocker that provides us the means to understand and adapt to the changing 
environments in which we do business.*® * 
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is why the relationship between social performance and profitability breaks 
down here. 

CEP found that written affirmative-action programs were productive in 
increasing the number of minority applicants hired but were not as effeaive 
in promoting them to higher-level positions. Long-term policy goals for the 
firms are based on projected local population and labor force statistics. Be- 
cause women already form the majority in retail-sales personnel, the policies 
are geared toward training them for higher positions. 

One might imagine that the presence of women or members of minority 
groups on the board of directors of a firm would reflect or result in a 
reasonably good employment pattern for women or members of minority 
groups, or both, but CEP has found no correlation between such a presence 
and a firm's fair-employment performance. 


WHY A LINK BETWEEN 
POLLUTION CONTROL AND 
PROFITABILITY? 

The council’s in-depth studies of pollution control in major industries have 
shown a wide range of ways in which proper pollution controls reduce costs 
and even produce revenue. Of course, firms with higher profits are better 
able, and thus more likely, to invest in cleaner plants, but CEP has found this 
proposition to be more valid on an interindustry than an interfirm basis. 
Good managements are likely both to earn higher profits and to be more 
careful in proteaing the environment. 

Probably the most important way to offset the initial expense of installing 
pollution controls is through revenue from the recovery of by-products. This 
system deserves so much attention not only for its financial advantages but 
for its further contribution to the cleaning of the environment. Much indus- 
trial pollution is caused by the discharge into air and water of a product that 
is essential for manufacturing but is ecologically hazardous. 

Oil refineries present an excellent example of how by-products can be 
lucrative. From the emissions of hydrogen sulfide and hydrocarbons, sulfur 
can be reclaimed and reused. Crude oil and related products are no longer 
pollutants when equipment such as floating roof tanks is employed. Carbon 
monoxide boilers are a good example of recycling pollutants within a refinery 
to make parmers of energy conservation and pollution control. The refinery 
process gives off by-product gases, which when recapmred are a very cheap 
source of fuel and when ignored are a major source of pollution. Since 
recycling equipment is equally important as pollution-control and regular 
investment machinery, many companies consider only a percentage of its cost 
in the pollution-control category. 
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much more money than their competitors, leaving them at a disadvantage. 
The best-performing firms were seldom those with a top-rated plant, which 
often concentrated all the control investment at one site, leaving other plants 
woefully neglected. Consistent across-the-board upgrading tends to result in 
better companywide ratings. Good management is instrumental in realizing 
the benefits of pollution controls. Companies that are concerned about the 
efficiency of their plants know the importance of the health and safety of their 
workers and of a good relationship with other businesses and with inhabitants 
of the area. Installing pollution controls lessens the financial burdens of 
management by lowering the premiums for health insurance, cutting taxes 
by using tax write-off provisions for equipment, and diminishing the chance 
of legal suits and fines because of lack of controls. 

We work toward the day when corporate compliance with legal standards 
will be the prevailing norm and CEP’s comparative-performance evaluations 
will be able to concentrate on degrees of excellence above minimum require- 
ments. We have found considerable interest in objective assessments of 
comparable social performance of firms from those directly affeaed by corpo- 
rate actions, from investors, and from managers who have found that irre- 
sponsible firms often evenmally pay a price. Many believe that a company’s 
social performance may be an indicator, perhaps even a leading indicator, of 
the quality of management and of future profitability. 

DISCLOSURE 

The council has found many companies that ajre wjUio g t o disclose adequate, 
comparably gathered, precise data in areas like pollution control and employ- 
ment. Their very existence demonstrates that the information is neither 
competitive nor prohibitively costly to gather and repon. As in other areas, 
however, we find great unevenness within the corporate community and 
within a single industry. The council has therefore developed the technique 
of rating each company studied on its disclosure of information requested 
and on its willingness to be open and honest about its problems, attempts at 
solutions, and related issues beyond the narrower confines of the specific data 
requested. For example, in our 1972 update of our study of pollution in the 
pulp and paper industry. International Paper Co. and Crown Zellerbach 
Corporation were the least cooperative in providing data, whereas Georgia- 
Pacific Corp., Weyerhaeuser, and Kimberly-Clark Corp. were among the 
most cooperative. In our study of pollution control in the oil-refining indus- 
try, four of the eight companies studied — ^Amoco, ARCO, Exxon, and Shell 
— were rated excellent in disclosure, whereas Standard Oil of California, 
Texaco, and Mobil provided limited cooperation, and Gulf refused to coop- 
erate in any way. 
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Because the state of the art of social-issue analysis is still primitive, a 
well-coordinated voluntary or mandated program of disclosure would speed 
the development of generally accepted accounting principles in these new 
areas. That would make information more timely, less expensive to gather, 
and more useful, to say nothing of eliminating overnight the bugaboo that 
full and honest disclosure would put a firm at a competitive disadvantage. 
Furthermore, corporate costs would be further minimized by eliminating the 
need to respond to requests for data in different forms. 
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Since the 1960s we in the United States have been deeply involved in 
redefining our social and environmental goals. We have been reassessing the 
role of our public and private interests in the allocation and use of human 
and natural resources. United States corporations have been the focus of 
particular attention as the impact of their policies and practices is felt through- 
out the fabric of our society. Legislation since the mid-1960s has created 
many federal regulatory agencies whose mandates include setting standards 
for industry to protect our land and mineral resources from wasteful use, 
safeguarding the quality of our air and water, ensuring fair and equal treat- 
ment of our citizens, providing for a safe and healthful workplace environ- 
ment for industrial workers, and assuring honest consumer praaices. 

In response to this seemingly sudden onslaught of regulation, corpora- - 
tions have reacted in three ways. Some have made desperate attempts to 
protect themselves from the forces of change by maintaining a wall of silence, 
withholding information on their activities and social impacts, and surround- 
ing themselves with a barricade of legal counsel. Others have moved reluc- 
tantly, meeting the demands of the law only to the letter. Still others havq -"’S 
grappled seriously and diligently with the spirit of the law; they are attemptki:!/ 
ing to comprehend the deep public concerns that lie behind the new perform- 
ance demands and are seeking within their own resources — technical, 
personnel, research, management, and economic — new ways to alter their 
impacts on society by improving their methods of doing business. 

Since 1973 INFORM’s research has explored particularly significant prob- 
lem areas in industry’s treatment of its environment and its employees. In 
comparing the responses of companies within an industry to changing and 
evolving public requirements and concerns, a broad range of performance 
has been consistently visible. And just as consistendy visible in our research 
has been this result: those firms that balk at regulations and long for the old 
days when business was left to its own devices pay a heavy price for their 
shortsightedness. They often must make expensive and technologically diffi- 
cult changes in their operations when they adapt suddenly, under regulatory 
pressure, to new requirements, whereas a slow process of change would have 
been infinitely easier and cheaper. At the same time their public images 
suffer. Indeed, not only do such companies pay the price of their errors, but 
their behavior damages the reputation of the whole business community. 

A look at the records of several companies in two of the industries on 
which INFORM has reported since 1974 illustrates the range of responses 
we have seen. The evidence in both the land-development and the copper- 
smelting industries not only suggests the tolls paid by firms that fail to face 
evolving social and environmental values squarely but also illustrates the 
benefits accruing to companies willing to explore those evolving concerns 
and face them as new business challenges. While such companies are usually 
ready to debate the virtues of some requirements, their compliance can force 
the competition to improve the efficiency of its performance. 
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try. It boasted that this land was part of a “glorious place to live with dramatic 
views of the skyline of Albuquerque/’ 

Actually, the Rio Rancho site, located in Sandoval County, New Mexico, 
consists of about 91,000 acres (36,800 hectares) of dry, low-yield cattle 
rangeland, about 1 mile (1.6 kilometers) above sea level, land that is criss- 
crossed with arroyos (large, deep gullies) formed by flash-flood waters rush- 
ing through to the Rio Grande. Only 2 percent of the site is actually 
developed and inhabited; the rest consists of more than 90,000 acres (36,400 
hectares) of dry grasslands cut up into thousands of to 1-acre (0.2- to 
0.4-hectare) lots whose boundaries are defined by miles of bladed dirt roads. 

Environmentally, the site is appropriate for a certain amount of residential 
development. It contains no valuable water-related resources, no habitats of 
endangered species, and no prime agricultural lands. However, arroyos on 
the site should be withheld from development because of their flood poten- 
tial. In peak summer floods, the major arroyos in the Albuquerque area 
draining into the Rio Grande have at times carried more water than the river 
itself. Yet AMREP largely ignored these constraints, platting and selling lots 
in arroyos and other flood-prone areas. In addition, AMREP stripped topsoil 
from hundreds of miles of roads and hundreds of acres of building areas to 
reach the impenetrable hard underlayers, a practice that had the effect of 
increasing runoff and erosion and flood problems. 

Indeed, the company’s planning refleaed not one sophisticated planning 
concept. AMREP made no effort to fit roads, lots, or open space to natural 
terrain. It superimposed predetermined grids of roads over rolling hills and 
gullies alike and located parks not where they might be needed to serve 
neighborhood areas, but often on small, irregular, or rough parcels, i.e., on 
land that couldn’t be marketed. 

Since 1975 AMREP’s practices, which abused both the environment and 
the consumer, have come back to haunt the company. In that year the town 
adjacent to its subdivision suflfered the consequences of Rio Rancho’s poor 
drainage plans when floodwaters washed hundreds of cubic yards of silt down 
from the top of the Rio Rancho Mesa to the town downslope. The silt 
clogged and then collapsed a major culvert, creating a dam which diverted 
the floodwater to streets, yards, and homes. Homeowners sued AMREP for 
damages. 

Also in 1975, both the United States Attorney and the Federal Trade 
Commission (FTC) began investigating the company’s practices. They un- 
covered unfair high-pressure sales practices at sales dinners and false inflation 
of lot prices. Their legal actions against this company claimed that its sales 
and advertising intended to misrepresent, conceal, and defraud the public; 
it was particularly noted that there was not, and had not been in the 1 4-year 
history of the site, any resale value to the land at Rio Rancho outside the core 
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areas. Thus, AMREP’s practices, adhering to few principles of honest market- 
ing, finally produced a federal criminal indictment in the United States 
district court that led to the conviction and imprisonment of four members 
of the company’s management. 

These investigations also uncovered fraudulent representations about 
both the immediacy of Albuquerque’s growth and the availability of water 
to Rio Rancho residents, one of the most serious problems of site conditions. 
Not only does AMREP provide no central water supply outside its tiny 
developed core area, but the alternative of drilling an individual well on each 
lot will be legally denied to most lot owners. A New Mexico law prohibits 
the use of individual wells together with septic tanks on lots less than % acre 
(0.3 hectare) in size, and the vast majority of lots at Rio Rancho are Vi acre 
(0.2 hectare) or less and rely on septic tanks. Perhaps even more serious in 
the long term is the possibility that water may not be available either via a 
central water system or in wells. The water in the Santa Fe aquifer which 
underlies the Rio Rancho property and which AMREP mentions in its litera- 
ture would be enough for the site, but that water, according to the strict 
allocation system in the state, has already been assigned to other users. And 
there is no assurance that these users will be willing to sell these rights. 

Deltona Corporation 

When Deltona Corp. launched a development project called Marco Beach 
on Florida s Gulf Coast in 1964, it was heralded for initiating a sophisticated 
^d well-planned new-community effort. The quality of its plans and the 
initial sensitivity to the environment that they reflected placed this company 
a world apart from such a firm as AMREP. Nevertheless, over the years 
e tona adapted its policy in only the most minimal fashion to changing 
environmental consciousness and regulations, recognizing no more than the 
euer o the law a policy that has cost the company its reputation and many 
millions of dollars, 

Deltona's 19,500-acre (7890-hectare) site consists of 3900 acres 
1 s ron of dredged and filled land on and around Marco Island and 

, acres (6315 hectares) of largely swampy wilderness: mangrove 
s^ps salt marshes, and open lagoons, including the habitats of rare birds. 
When planning for the site began in 1964, Deltona’s work was praised by 
r con^rvatiomsts. 'The company cooperated with state agencies, dedi- 

public use and preservation, and developed new techniques 
to limit environmental change. 

However, the company did not adapt its policy well to subsequent ad- 
vices in environmental attitudes and knowledge. Over the next 1 5 years it 
clung smbbomly to its onginal development objectives. For many reasons, 
within a few years of its initial planning much of the Marco Beach site was 
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generally recognized to be inappropriate for residential development. A 
large part of the land is underwater during high tide, necessitating extensive 
dredging to drain it. Much is a vital aquatic habitat which supports endan- 
gered species, including roseate spoonbills and bald eagles. Moreover, the 
site lies almost entirely in a hurricane flood-hazard zone. 

Finally, and most unfortunately, only after Deltona’s initial planning was 
complete during the late 1960s and early 1970s, did it become clear that the 
plan ignored the environmental and economic importance of esmaries in 
Florida. Deltona’s plan was described critically in May 1973 by an official of 
the U.S. Department of the Interior as requiring “the largest single commit- 
ment of esmarine resources to any single public or private enterprises ever 
undertaken in Florida. ”2 Mangrove swamps, dismissed in 1964 as noxious 
and mosquito-laden, by 1970 were understood to be key parts of a complex 
ecological system that nurtures and protects a majority of Florida’s commer- 
cial and sport fish. Florida’s coastal wetland regions were increasingly recog- 
nized to be not just developable land but essential components of the state’s 
economy and ecology. Their destruction threatened the long-term prosperity 
of the state. 

Florida’s laws and requirements did not change overnight, and the rum- 
blings from the environmental community and the creation of new state 
agencies to protea Florida’s land resources gave warnings that Deltona’s 
plans should be altered and adapted. In the mid-1960s the Army Corps of 
Engineers, in a landmark case involving environmental factors similar to 
those at Marco Beach, had denied a permit to a developer to dredge and fill 
land. Yet despite such multiplying signs of changing values and require- 
ments, Deltona was technically allowed under law to continue selling lots on 
its site. Until mid-1973 it went on doing so, in the face of increasingly evident 
risk that the governmental permits needed to mm its underwater plots into 
dry, buildable land might never be granted. Then, in 1976, the Corps of 
Engineers, in a decision almost without precedent, refused Deltona permis- 
sion to dredge and fill more than 2000 acres (810 hectares) of mangrove 
swamp that it had planned to convert into 4300 homesites. Deltona went to 
court, and a compromise was finally reached between the company and the 
state regulatory agencies: because laws had not clearly prohibited the sale of 
lots, the company was allowed to continue development of some of its sold 
property. 

Nonetheless, Deltona’s nearsighted praaices and its failure to confront 
openly the fact that public requirements were changing cost the company 
dearly. They cost it the support and respea of an environmental community 
that had once praised its efforts as innovative, and they created tensions with 


2 Quoted by Jerry Drake, “Will Marco’s Final 5,000 Acres Be Developed?” Naples Smr, Mar. 
22, 1974. 
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mental problems. Several years later, in 1971, an order by the United States 
District Attorney served as a stern warning that dredge and fill of any ecologi- 
cally significant areas in anticipation of permits would not be tolerated. And 
the company was forced to restore a 150-acre (60-hectare) portion of its site 
that had been dredged and converted from swampy terrain into lots salable 
as high-priced waterfront homesites. To restore the site to its natural state, 
the company had to fill in the canals and plant mangrove seedlings. 

Other alterations of the company’s Port Charlotte plans were voluntarily 
negotiated. Plans for extensively dredging and filling canal systems in two 
parts of this site (south Gulf Cove and Muddy Cove) were radically changed 
to prevent the creation of water bodies which, it was becoming increasingly 
evident, might soon turn into stagnant pools polluted by runoff from streets 
and lots and choked by growths of aquatic weeds. (In many of Florida’s 
artificial canal systems such weeds have prevented boatowners from using 
their boats and have forced them to employ herbicides which kill fish.) 
General Development modified its already-constructed upland canal systems 
to improve the flow of waters there and to minimize pollution with newly 
recommended techniques. 

Finally, to ensure a continuing environmentally sensitive program at all its 
sites, General Development hired an environmental director, who over the 
past few years has constructively debated and negotiated the company’s 
policies and practices with personnel in the state’s environmental agencies 
and organizations, all of which have lauded the responsiveness of the firm. 

Summary 

The nature and variety of corporate responses in the residential development 
industry reflect similar responses of companies in other industries. Planning 
perspectives range from the most closed and narrow to the most open and 
inclusive. When the planning effort fails to consider changing social, environ- 
mental, and political values, business decisions are seen as primarily a one- 
way process, not a two-way dialogue and agreement between business and 
society. That is when plans often go badly awry, as did those of AMREP and 
Deltona Corp. 

THE COPPER INDUSTRY 

Turning now to the copper-smelting industry, which has also been the objea 
of INFORM research over the past few yeai^, we found again distinct differ- 
ences in company performance. These differences were seen in response to 
changing public requirements relating to occupational safety and health. The 
copper-smelting industry, like the steel industry and other basic industries. 
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the sixteen domestic smelters and also evaluated programs in five areas: 
safety, medical services, industrial hygiene, workers' rights, and use of engi- 
neering controls (essential equipment that reduces health hazards at their 
source). The practices of two of the nine companies we studied, those of 
ARCO (with its subsidiary. Anaconda Co.) and those of Newmont Mining 
Corp. (and its subsidiary, Magma Copper Co.) illustrate the different types 
of responses we found in this industry. Reviewing those responses here helps 
to clarify many implications for the firms themselves. 

Newmont Mining Corp. 

(Magma Copper Co., subsidiary) 

Newmont Mining Company's practices and programs are representative of 
the least responsive attimdes we found — ^attitudes which unformnately were 
reflected to a great degree by most of the companies in the industry. New- 
mont’s smelter in San Manuel, Arizona, which produces 10 percent of the 
nation’s copper, employs 3300 people, 800 of whom are in production work. 
The smelter managers here exhibited a uniform policy: they shared minimal 
information on conditions or programs in the workplace with any outside 
public sources, with government, or even with their own workers. 

Newmont's firm refusal to share data with INFORM was not unusual: five 
of the nine firms we studied also refused. But the degree to which it failed 
to communicate with its workers or to involve them in the process of explor- 
ing better ways to make the smelter safe and clean was unusual. Few of the 
workers’ rights found at other smelters are provided here. Workers are not 
allowed to participate in investigating accidents, nor are management's 
findings on accidents made available to them, although the smelter has more 
than six times the industry average rate of recordable injuries and illnesses 
(between 1974 and 1976 eight of every ten workers suffered such an injury 
or illness). 

Workers, furthermore, do not have access to either their medical records 
or information on their exposure to dangerous workplace substances, even 
though explaining the causes of accidents or the levels of risk that workers 
face is a first and essential step in involving their positive thinking in problem 
solving. The workers at the San Manuel smelter do not have the right to 
refuse unsafe work, a right which is afforded workers at ten of the sixteen 
smelters which INFORM smdied. Indeed, in 1973 the firing of a worker who 
refused to work on a power line while it was elearified caused a wildcat 
strike, which continued until the worker was finally rehired. San Manuel is 
also practically the only smelter site without a workers' safety and health 
committee of its own. 

As a result of the secretive and backward policies at San Manuel, manage- 
ment and labor were found, not surprisingly, to be sharply divided. United 
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asking us not to release the study before meeting with their representatives — 
a curious request after almost 4 years of denying INFORM any cooperation. 

Even before ARCO took Anaconda over, the company had exhibited 
significant initiatives. The Anaconda smelter smelts copper from concentrates 
with an unusually high percentage of arsenic, and to its credit Anaconda was 
one of the first companies to try to measure this hazard. It found that from 
1938 to 1963 its workers were exposed to dangerously high levels: between 
290 and 1 1,270 micrograms per cubic meter. Workers at the smelter were 
found to be dying of lung cancer at from three to eight times the rate of other 
state residents. 

Though the smelter may still be one of the most hazardous in the industry, 
over the past years ARCO's management has moved ahead to introduce 
engineering-control systems which have reduced contaminants significandy. 
By the time of INFORM 's research this smelter and Kennecott Copper 
Corp/s smelter in Garfield, Utah, were the only two of the sixteen smelters 
to use 80 percent of the widely available engineering-control systems that 
should form the backbone of any effort to create a more healthful smelter 
workplace. Anaconda recendy took on two independent consultants to ana- 
lyze possibilities for further improving engineering-control systems to meet 
federal and state standards. 

While such control systems are the first line of worker protection, respira- 
tor programs constitute an important backup. Anaconda’s respirator program 
was found to be one of the best in the industry. The company not only 
provides excellent respirator equipment to its workers but takes responsibili- 
ty, when many other firms do not, for properly maintaining the equipment 
and instructing workers in its use. 

At the same time, the company could make many further improvements 
in its hygiene, safety, and medical-service programs. These include stepping 
up safety research to help define the causes of accidents, improving inspec- 
tion of engineering-control equipment, and providing a rehabilitation pro- 
gram for injured workers. However, the likelihood that effective changes 
will occur at Anaconda is increased not only by the openness of the manage- 
ment to outside comment but also by the strong participation of the Anacon- 
da smelter workforce. Perhaps because of the strength of the local union and 
perhaps also because of a more receptive management attitude to worker 
input, the local has secured for its members many important rights that are 
far above the average for this industry. Since 1970 ARCO has had a joint 
safety and health committee which participates in inspections related to all 
accidents at the smelters and in discussions of evolving programs to reduce 
industrial hazards. It also pays its workers for the time they spend on commit- 
tee business and gives them access to their own medical records, though not 
yet to health-hazard records, which would be a significant step forward. 
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Anaconda workers, like those at nine of the other fifteen smelters, may refuse 
unsafe or unhealthy work with specific grievance procedures for disputes. 
However, the workers at Anaconda are the only workers in the industry with 
an important additional right: they retain their wage rates if they must be 
relocated to new jobs for reasons attributable to workplace conditions. 

As a result of active worker participation at Anaconda, some significant 
problems have come to light and been effectively addressed. In 1968, for 
example, worker concern about exposure to beryllium, a highly toxic metal, 
and about the failure of the company to monitor levels of this substance led 
to a series of meetings of company, union, and regulatory officials. These 
meetings resulted in a list of recommendations to improve conditions. Union 
pressures over the years have also markedly increased the impetus of manage- 
ment to improve its engineering-control and respirator programs. 

CONCLUSIONS 

From the examples offered here in both the land-development and the cop- 
per industries, it becomes clear that, in a self-reinforcing fashion, companies 
, vseriously injure themselves when they do not grasp the two-way concept of 
communication, which includes sharing information with and listening care- 
fully to their many publics, including consumers, customers, and others 
whose lives and environment are affected by their operations. Companies 
that see these publics and regulatory agencies as obstacles to be skirted as 
adroitly as possible may pay a great price. In the land-development industry, 
as the AMREP case illustrates, careless land-use planning takes its toll not 
only on the company’s land and water resources but also in the wrath of 
thousands of consumers who one day find they have paid for land that has 
neither investment value nor value as livable homesites. In costly lawsuits, 
administrative expense, and a poor public image, such companies pay heavily 
in the long run. In the copper industry, as the Newmont case illustrates, the 
price of management secrecy especially is paid in terms of both a lack of more 
creative programming and an unnecessarily adversary relationship with its 
workers. 

The process of good communications and the complexities of two-way 
planning may appear expensive, but they generally prove rewarding. As was 
true of General Development Corp. and Anaconda, these strategies helped 
ensure early recognition of environmental and workplace problems, the 
timely development of important corrective programs, and the fostering of 
highly constructive relations with communities, workers, and government 
regulators. 

Beyond these benefits, a corporation that energetically responds to evolv- 
ing social requirements may win the kind of testimonial that adds immeasura- 
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bly to its public image. For example, the vice president of Florida's Audubon 
Society, which at one time opposed General Development's land-use activi- 
ties, publicly praised the company for its farsighted environmental stance and 
commended its “earlier support for Florida's Dredge and Fill Rule which 
curbed the excesses of some developers — even though the position was not 
popular within the business community at the time."^ That kind of recogni- 
tion is almost certain to evoke positive reactions from the public, regulatory 
agencies, and workers. And it is such reactions to constructive corporate 
efforts that in turn serve to lessen the remaining defensive postures and to 
reinforce the dynamic impetus of two-way planning. 


3 Letter from Charles Lee, vice president, Florida Audubon Society, to L. Fisher, president. 
General Development Corp., Apr. 4, 1975. 
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These are neither the best of times nor the worst of times. The opinion polls 
of Yankelovich, Skelly and White and others indicate that public confidence 
in business continues to plummet: 

On the case of business, public confidence has fallen from the l^Jo level in 
1968 down to 15% in 1977[;] . . . there is a strong sense among the public 
that business will put profit ahead of its broader responsibilities to take into 
account environmental goals. ^ 

An AP-NBC news poll showed that 54 percent of the public believed that 
the energy crisis was a hoax. Corporate leaders may have cringed again to 
read in the Harvard Business Review thax “business should be alarmed at the 
amount of unresolved dissatisfaction that apparently exists in the market- 
place. ”2 

As grim as these signs may be, however, polls also suggest that a growing 
segment of the public is better informed before making consumer purchases, 
more willing to take responsibility for individual action, and substantially 
supportive of the American enterprise system. While the Lockheed Corp.'s 
bribes, Watergate scandals, and illegal campaign contributions have de- 
throned many corporate and political heroes and while the threat of Chrysler 
Corporation's bankruptcy has shaken conventional economic theories, these 
occurrences have also stimulated many companies to put their own behavior 
under the microscope in a beneficial wayi ‘ 

Although the gap is still wide between what corporate executives see 
under that microscope and what they might then do to encourage forward- 
looking policies, several corporate leaders are indeed looking beyond the 
strict profit-maximization incentive to corporate accountability in a changing 
economy as a necessary and feasible goal for the 1980s. This shift in perspec- 
tive, stimulated to a large degree by public dissatisfaction and consumer 
activism, signals new leadership and urges corporate executives to act on a 
new agenda. 

Corporate leaders now have the opportunity to take certain practical steps 
to address some of the public’s expeaations and consumer concerns. Having 
worked with at least one major company or industry association which has 
implemented one or more of the items on the proposed agenda, I would 
argue pragmatically that these items can be made as acceptable to the corpo- 
rate world as they are needed by consumers. Although stated as “options," 
they are intended as action steps for a corporate-responsiveness strategy — 
one that goes beyond the bottom line to broad corporate accountability. 


1 A Report to Leadership Participants on 1977 Findings of Corporate Pnonties, Yankelovich, 
Skelly and White, Inc., New York, 1977, pp. 5, 9- 

2 Alan R. Andreasen and Arthur Best, “Consumers complain — E>oes Business Respond.^ 

Harvard Business July-August 1977, p. 100. 
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OPTION ONE 

Corporate leaders must prevent their companies from always climbing on the 
special-interest, anticonsumer lobbying bandwagon. Leadership must be ex- 
ened in determining a legislative position which best fits an individual com- 
pany’s purposes. - 

Corporate lobbying has become a $1 billion industry. In 1968 only 50 
companies maintained Washington representation. A decade later the num- 
ber was well over 500.^ On October 1, 1978, The Wsshin^^tOD reported 
a volcanic outpouring of corporate money to members of Congress through 
newly formed political action committees (PACs). PACs had collected $54 
million between January 1, 1977, and July 1978, the greatest part coming 


from industry. 

Money talks. With the outpouring of corporate dollars to support anticon- 
sumer slush funds and candidates, the corporate world is developing a quasi 
fpu^ Reston has warned. Genuine eflforts 

to understand the cohs^umer interest before signing up with the consumer 
critics are essential to a strategy of corporate responsiveness. 

It is imperative that corporate leaders steer business away from the emo- 
tional rhetoric and skewed statements of many trade associations, including 
the Chamber of Commerce of the United States and the Business Roundta- 
ble. It will benefit a company more in the eyes of the public and the Congress 
if it charts an independent path and does not hasten to join the special-interest 
hue and cry of organized industry lobbyists. For example, the major trade 
associations, unanimously opposing legislation to create an Office of Consum- 
er Representation, frequently referred to outdated proposals of a previous 
congressional session, painted the bill to create the new office as something 
which would destroy the free enterprise system, and matched their prophe- 
cies of doom with slush funds of several million dollars. Although the bill was 
finally defeated for several reasons, the business lobby won a hollow victory 
and lost considerable respect because of its tactics. 

Cori^rations which have fiercely defended their unique products, their 
istinctive services, and their independent reputations have begun to rush 
into therms of trade associations that promise to ‘^beat the bastards’^ on 
c-apitoi Hill. As a result, distinguished corporate executives keep company 
with *e new Elmer Gantrys. Reputable businesses find themselves following 
the lowest common morality of the group. 

to “.K my mind that many corporate leaders would prefer 

relinauish In rather than to lobby in a group in which they must 

iiTSt AmS to follow an independent line of think- 

mg. as the American Express Co., for one, is doing and as 1 10 corporations. 


3 Walter Guz^ardi. -To Win in Washington.” Forrune, Mar. 27. 1978, 
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including Levi Strauss & Co. and the Cummins Engine Company, did when 
they broke with the trade associations to support the Consumer Representa- 
tion bill. 

No one disputes the right of the corporate world to represent its interests. 
That right belongs to everyone. Business in faa has a responsibility, as do 
we all, to make its interests known to Congress and the executive branch. 
However, I question whether the lack of reason and the hard-hitting, overkill 
manner, fast becoming a frequent posture on Capitol Hill, are truly in corpo- 
rations' best interests. 

OPTION TWO 

Corporations need to improve their planning and design capabilities to 
reduce the volume of consumer complaints. EflScient complaint handling is 
important to consumer satisfaction and, even more so, as a barometer for 
corporate management. But it in no way substitutes for thorough research, 
sound engineering design, careful production, and straightforward market- 
ing. IJf^yentiop of. abuses wins ^1^ down over any after-the-fact cure. 

Having r&d the public-opinion polls, corporate leaders know that con- 
sumers worry about safety and that they are willing to pay a few cents more 
for protection. Contrary to what many companies were saying in the late 
1960s, companies now know that safety se% 

Think of the benefits to the Ford Motor Co. and the Firestone Tire & 
Rubber Co. if management and engineers had been more concerned with 
safety and prevention. The manufacturers of home insulation, through their 
voluntary association, the American Society for Testing and Materials 
(ASTM), have invited consumers to work cooperatively to set voluntary 
standards regarding chemical additives and flammability. This is prevention, 
and this shows responsiveness. 

OPTION THREE 

Corporations c^ go direcdy to consumer advocates for xesearch, speeches, 
and meetings with top management. Given our perspective, our member- 
ship, and the experience that we have had with many different industries, we 
know that, like NCL, most public-interest representatives can be useful to a 
business which is serious about treating consumer concerns. Public relations 
firms and the new breed of commercial consumer consultants cannot provide 
the same authenticity. 

Johnson & Johnson, for example, was curious about consumer advocates. 
The Board of Directors of Johnson 8c Johnson's domestic operating compa- 
nies, a group of twenty distinguished gendemen, asked me to be the target 
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of their curiosity. We discussed obvious areas of disagreement, such as those 
in proposals for drug regulatory reform and national health insurance. How- 
ever, we also listened to each other and parted with the satisfaction that each 
had valid points to make and that together we could do valuable research 
where agreement existed. 

NCL has participated in many similar meetings with, for example, two 
major oil companies. These meetings have been held at the companies' 
invitation. The corporate participants have been the companies' chief execu- 
; tive officers, vice presidents, and top managers. They have expressed genuine 
3 satisfaction with this direct approach to consumer advocates. 

' better to talk directly to the consumer movement than to gather 

impressions from the press, trade associations, or public relations firms. 

" OPTION FOUR 

It is legitimate for business to join forces publicly with the consumer move- 
ment on issues on which the company an3 consumer organizations are in 
agreement. It is efegciv^ to lobby together. 

James S. Kemper & Company was one of a handful of insurance companies 
which actively supported no-fault automobile insurance legislation. Chair- 
man James S. Kemper and his staff made public statements, contributed to 
the Committee for Consumers No-Fault, and lobbied with consumers. Con- 
gress was impressed. 


OPTION FIVE 

Corporate leaders should support t}T!,f, research and educauonjprograms of 
various consumer organizations. Corporate resources should be committed 
to periodic meetings, to studies, and to seminars. A meager 1 percent of the 
advertising budget in most companies would go a long way to providing 
financial support for research by consumer organizations on issues of mutual 
concern. 

A consumer-oriented direct-mail insurance company, for example, wanted 
to cosponsor a conference with NCL on life and health insurance. So interest- 
ed was Consumers United Group in publicly exploring consumer needs for 
insurance that the company put up seed money to make possible what eventu- 
ally became a productive, standing-room-only seminar. The 2-day session 
produced results, among them an increased understanding by consumers of 
the industry s regulatory problems; a heightened awareness by industry of 
consumer concerns over industrial insurance, archaic policy language, and 
inadequate cost disclosure; and a series of relationships between people who 
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now talk regularly to each other, thanks to changes inspired by one insurance 
company. 

ItJsL^better to to s^bput long-distance. It is better to 

emphasize similar concerhs tfean to harp on differences. y 


OPTION SIX 


Corporate leaders, sensitive to public expectations, know that they shoulc^ 
jd^e^ consumer concexps before ggyernment regulation b^pmes a distina 
possibility. A company can initiate change before federal or state interven- 
non becomes either necessary or politically attractive. 

The National Coal Policy Project involves environmental leaders and 
executives from some of the Fortune 500 companies. Its purpose is to de- 
crease the polarization that has characterized the national debate over energy 
and environmental policy and to identify and implement measures whereby 
cooperation will foster solutions that advance the national interest. 


OPTION SEVEN - 

Corporate i^kder^ iave the authority to initiate or increase a company's 
COTsumer budget. If they are serious about the consumer interest, they can 
determine the amount of dues that a company pays to the Chamber of' 
Commerce of the United States, the Business Roundtable, and other trade 
associations to which it belongs. An amount equal to 20 percent or more of 
those funds could be budgeted for serious consumer work within the compa- 
ny. The company might decide to reduce the fees paid to trade associations 
by that amount, on the ground that in supporting its own consumer programs 
it is advancing its best interests. Devoting a small percentage of trade associa- 
tion dues to consumer programs seems modest in light of corporations' lack 
of credibility and the imperative for constructive change. 

OPTION EIGHT = 

_ j 

It goes with0utiayi%^|^ initiatives must Jbe. carried put. This, of course, 
is where a difference 

It has taken several years of trying, but something very constructive is 
under way between four chief executive officers of leading property and 
casualty insurance companies and a number of consumer groups. The chair- 
men or top officials of Aetna Life & Casualty, Allstate Insurance Co., Sentry 
Life Insurance Co., and Travelers Corp. are meeting with consumer repre- 
sentatives to find solutions to the problems of availability and affordability 
of automobile and homeowners* insurance. Candidly admitting their con- 
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cerns, these corporate chief executive oflScers spent a day exchanging views 
on rate-classification criteria, residual-market subsidization, and the overall 
cost structure of their industry. 

Such meetings are building confidence and respea between corporate and 
consumer leaders. They are stimulating different ways of looking at complex 
problems, strengthening the company bottom line, and building corporate 
accountability. 

OPTION NINE 

Chief executive officer^must spread tbe word thrpughoutj:piT>orations. In 
my experience, chief executive officers are often genuinely interested m the 
consumer viewpoint and concerned about rising public expectations. Usually 
they can afford to be: they have made it to the top. Middle-level managers 
and most second-level executives, expecting to be judged by the profit- 
maximization criterion, are far more resistant and closed to consumer acti- 
vists. 

After a candid discussion with the top echelon at an insurance meeting, 
one senior officer spoke truthfully in response to the chairman's agreement 
with many of the consumer suggestions. The official said, “The people who 
should really be hearing the chairman agree with the NCL are our field 
They are on the firing line every day.'' 

It is one thing for the top executive to espouse a forward-looking policy; 
it is another thing to assure its implementation throughout the corporation. 
Do not let the cream setde at the top. 


OPTION TEN 


Corporate leaders can ^jtrpduce t]ie b^^ to the consumer 

viewpoint. If the time is not right to elect someone familiar 'Wilh SKe C^ 


er movement to the board, a discussion with one or more consumer leaders 
can be scheduled during a board meeting. 

Seeking to ^^Madthe vjUion and exposure of its directors, a former board 
member of a major United States corporation is designing a program to have 
social leaders outside the company meet with the board. The idea is still 
preliminary , but it is being considered. Such a program would go a long way 
to expose the board to the concerns and proposals offered by groups of 
consumers, women, environmentalists, and senior citizens for a more genu- 
ine and constructive corporate response. 


Business executives, caught in the tension between self-aggrandizemen 
and community concern, between profit maximization and corporate ac 
countability, are aided in their choice by many voices from other corpora 
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tions that have begun the transformation. These voices, from inside and 
outside the corporate sector, are likely to blend together to call for recogni- 
aon of what Kenneth Boulding defines as the spaceship economy.^ These 
voices are likely to chide corporations which refuse to recognize the irrevoca- 
ble conditions evolving from an economy of limited rather than unlimited 
resources and of increasing corporate concentration and decreased sensitivity 
to consumers. 

— expaod^ T^sponsibilities. A probable 

slower rate of economic growth makes obsolete, even offensive, Detroit's 
tradition of a new car every year. Recycling must take the place of careless 
waste. Human welfare must be viewed as a condition to be improved, not 
manipulated. 

These factors necessitate replacing the criterion of profit maximization 
^ and corporate responSBility. Social utility must 

Be given considerably greater weight as a measure of corporate performance. 
To use a scientific reference, corporate self-interest is a necessary but not a 
sufficient ingredient of success. As Irving Kristol has pointed out with his 
analogy of the corporation as a dinosaur lumbering its way to extinction, 
corporations must adapt, become attentive to the public interest, and learn 
to govern, learn to ‘'think politically'’ rather than just to “think economical- 
ly."5 

Innovation in the future may well fall less in the technical arena and more 
in the arena of social accountability. Corporations that chose to implement 
consumer-oriented strategies, for example, will be viewed as leaders of socie- 
ty. Chief executives who define costs in long-range terms to include environ- 
mental health, who reward prevention, and who strive for reasonable 
consensus rather than conflict should rightfully be heralded as the new pio- 
neers. 

The consumer wants in. Consumer participation in business and govern- 
ment decision making c^ guard against instimtional inefficiency. Coopera- 
tion rather than confrontation will give rise to creative solutions of the 
tensions between wants and needs, between the get-ahead ethic and com- 
munity concern. 

Corporate leaders face an imminent choice. Several have taken the step. 
Many others need to take it. The choice seems analogous to the choice that 
the Catholic cardinals faced when selecting a pope twice in 1978. Do you 
vote for a traditionalist, a scholar, an expen in the limrgy, a defender of the 
faith Or do you recognize that changing public expectadons in a complex 

^ Kenneth Boulding, “Economics of the Coming Spaceship Earth/’ in Henry Jarrerr (ed.), 
Environmental Quality in a Growing Economy: Essays from the 1966 REF Forum^ published 
for Resources for the Future, Inc., by the Johns Hopkins Press, Baltimore, 1966. 

5 Irving Kristol, “The Corporation and the Dinosaur,” The Wall Street Journal, Feb. 14, 1974. 
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economy demand a willingness to face social problems as well? That is the 
tension. Consumers are turning to the corporate world for a response. 
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The Dow Chemical Company's primary objeaive, to produce maximum 
long-term profit growth, is little, if any, different from that of most industrial 
corporations. If we have done a good job of meeting our social responsibili- 
ties, it is because we have been able to relate the profit motive tp the sqlution 
of social problems and,^ of equal importance (and driven by the same profit 
motive), to steer a course that has avoided conflict with the changing interests 
a of society. The question, then, is: Why have we been more 

successful than some other companies in meeting our social responsibilities? 
I believe that the answer lies in our history, and I would like to develop that 
premise for your appraisal and criticism. 

History 

The Dow Chemical Company was founded in the late 1800s by Herbert H. 
Dow in Midland, Michigan. The location was selected because of abundant 
underground brine deposits and available cheap energy in the form of wood 
slabs abandoned by the then-expiring logging industry. 

History Lesson Number 1. The supply of wood slabs, used to fire the salt- 
brine evaporators, was soon exhausted, and the company experienced rapidly 
escalating energy costs. Thus Dow was faced in its formative years with a 
critical economic squeeze that forced innovation in process technology and 
product diversification. 

History 

Herbert H. Dow, chemist and inventor, came as a stranger to the Midland 
community. He married a local schoolteacher and built a home at the end 
of Main Street. He was enough different from what the local citizens had 
known in the lumbering days that he was called (behind his back) ‘'crazy 
Dow.” 

History Lesson Number 2. It is not easy to be different. Engineers and 
chemists moving into a turn-of-the-century logging community were social 
pioneers, forced to rely on their own judgment and values. Being different 
was a way of life, and being tolerant of the rights of others to be different 
became second namre to early Dow employees. 

History 

The city of Midland, Michigan, is situated at the confluence of three small 
rivers. This was a necessary attribute in logging days but a rather serious 
handicap for a developing chemical company. The river was big enough to 
float logs but not big enough to absorb chemical pollutants or to supply 
process water for a growing company. 
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History Lesson Number 3. Proper waste treatment and resource manage- 
ment must be an integral part of plant design. 

History 

As observed by Don Whitehead, distinguished journalist and author, ‘*In 
Midland, the homes and golf courses are hardly more than a ten minute drive 
from the factory gates for most executives and employees.’” He further 
noted, “Those who seek anonymity after working hours and who wish to 
build a wall between their business lives and their private lives find the small 
town a difficult place. Such walls are not easy to build in a small town. The 
town’s life is not a separate thing from the life of the company. 

History Lesson Number 4. There is no place to hide. The decisions made 
in the boardroom will be critically discussed at the ball park, at the farmers’ 
market, and in the local churches. 

The early experiences of Dow’s management became a part of the compa- 
ny’s fabric: openness and candor were and are the order of the day, concern 
for the environment and conservation of resources were and are necessary 
for our survival, and self-sufficiency and independent thought were and are 
the mark of our management thrust. 

As society became increasingly demanding of corporations on matters of 
the environment, worker safety, energy conservation, and fair employment 
practices, it required only an adjustment in emphasis to put us in a leadership 
position in responding to these changing public expectations. I believe that 
our small town and our small river have been two of the key influences in 
guiding our company along a socially acceptable path. 


CORPORATE SOCIAL 
RESPONSIBILITY 

The lessons that we have learned as a consequence of our unique situation 
were nicely summarized by former Board Chairman Carl Gerstacker in a 
lecture he delivered at Columbia University a few years ago. He referred to 
his five postulates for creating a management environment for socially re- 
sponsible corporate performance. They are: 

Posnihte No. 1. Social responsibility must be a firm, deep-seated l^lief of 
the management. It must be soundly and deeply a part of the ongoing goals 
and strategy of die corporation, and unless there is a deep commitment on the 
pan of the management this is not going to happen. 

Posmkte No. 2. The management must be consistent in its support of social 

1 Don Whitehead, ne Dow Story, McGraw-Hill Book Company, New York, 1968, p. 10. 
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responsibility. Consistency is the cornerstone when you are trying to build an 
environment, whether you are trying to create an environment for social re- 
sponsibility or for growth or quality or any other management objeaive. If you 
change directions too often your people will simply turn off their hearing aids. 

Postulate No, 3. It^^ust be a lo^^rm cpmrnitment. This seems to me to 
be self-evident, but it is vitally important. You cannot go into any major 
management commitment, whether it is a social responsibility activity or some- 
thing else, with merely shon-term goals, if you expect to be successful. If you 
go into an Equal Employment Opportunity program, for example, with short- 
term goals, or decide that you are going to launch a program to upgrade your 
use of women's talents, or whatever, and don't set yourself long-term goals in 
this area, then you aren’t really committed to these programs. If earnings are 
down and you say, “Well, we can’t do these things this year, business is down,” 
then you aren't really committed for the long term. 

Postulate No. 4. You must never underestkmte thppower of nc^-verbal 
3 - comniunication^ You cannot preacH one thing and do another; it must be “do 
asT <3o,'’ not “do as I say.” In establishing a climate for social responsibility you 
ignore this rule at your peril. 

Postulate No. 5. You must always frame your approach in terms of the 
carrot, not of the stick. 

If you want to establish your company as socially responsible you won’t get 
very far by announcing that every employee who shows signs of being socially 
irresponsible will be horsewhipped or given early retirement at his option. 
Coercion is not the route to anywhere anymore. Does that mean I believe you 
ought to pay bonuses to socially responsible employees.^ Perhaps, in isolated 
cases, and Dow does. But I have a different type of carrot in mind, and that 
carrot is the self-interest of the employee and the identification of his self- 
interest with that of the company. 

The chairman concluded his lecture with this final comment: 

The five postulates or principles that I have discussed are in my view neces- 
sary to the establishment of a management climate in any organization that is 
going to exhibit socially responsible performance. You must have a deep 
management commitment to social responsibility; it must be an integral part of 
the business, and the management must be consistent in its communications 
about the subject, and willing to stick with commitment through thick and thin. , 
Further, the management must avoid doing one thing and saying another, and 
it must tie rewards in with success. 

But these rules, important as they are, must always be subordinate to the 
. i^st^,m^W2mt principle of all. Let me repeat, or rephrase, this overriding 
prinople^* you once again, one final time, because it is the most important 
point of all; r^;x>nsibility isJ<M^*t^rm profit 

growth, all its efforts to solve social problems will fail, or be cmly shallowly 
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profit growth, anVundemw?rrfflsS^ objective of lon^-term 

employees. ' ■ t^on by management and the other 

gotS d* enSp? problems must be good business as weU as 

conduct and keep Gerstac^r^^posmT'*^ limitations of responsible corporate 

less as long as we rigidlv aonlv^rh Potentials seem limit- 

we ngidly apply the discipline of good business. 


ecological programs 


To realize maximum benefits it will r 

broader terms than we have in the r, ^or all of us to think in 

of new ventures, we have tended t^T^ f example, in assessing the value 
benefit of the activity and to ienr. ^most exclusively at the primary 

»ome of *e major vdu« Sj s' ‘"m 

The Dow Chemiri S,„Z t tT' “ ”>“■< 

since the 1920sand atoxicotoevkljf wasMscontrol program 

1930s, Our environme”iS^r°'^“.rf"'‘^“«»^'‘t»‘”ee 
developments will illustrate an inn ■ through the years. Two 

~ ronmental improvement: the use concern for involvement in envi- 

mring locations and the formation b^e-line surveys at manufac- 

Council. operation of a company Ecology 

if ”1“'“ DO" pi»««s 

I^ing made at all new plant sites The Purveys are also 

chemical, biological, and hydrological s'Sis physical, 

surrounding the site of a rnanufom^ studies of the soil, water, and air 
to measure the effect of changes in ^ 

ties. They also serve as a guS t^^l ^"“*ed by human activi- 

The Dow Ecolow ® operation. 

key Dow officials including^!he°Sdem composed of 

met regularly to establish objectives d <^bairman of the board. It 

sources, catalyze action, ^“idelines, identify re- 

provement throughout the company for environmental im- 

i" au'rf 

grtmps also are composed of the organizat' ^ departments. These 

^ Cari A. Ge^IITTr^ ^ 


^CaP.A 
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fadEties only if the^ meet or better tomorrow's pollution 
existing plants to pollution inventories to identify prob- 
lems (water, air, solids, odors, noise), rank them in order, and develop plans 
for solution with timetables and auditing mechanisms. 

s • Build m mecha^ av^ ecolpgkal disasters 

(for example, diversionary sewer systems and dikes to contain accidental 
spills from storage tanks). 

i %t up early warning systems to identify and control serious hazard poten- 
tials. This program involves such approaches as surveys of all metals or toxic 
eleinents appearing in the manufacturing processes. It also involves product 
end-use surveys with immediate work on those products presenting serious 
hazard potentials. The remainder of the products can be rank-ordered on a 
no-hazard or hazards-unknown basis. 

I develop^^^ technology. This program refers to process 

techholo^ emphasizing recycling, increased yields, and waste prevention 
and waste-treatment technology featuring chemical and biological degrada- 
tion or incineration, or both, to replace limited disposal techniques such as 
landfills or even hiring a contractor to haul wastes away to an unknown 
destination. 

All these programs obviously call for assessments not only by chemists, 
engineers, and managers but by biologists, biochemists, and toxicologists. 

As examples of action steps on these priorities, I would like to list several 
illustrations involving our headquarters plant at Midland, Michigan: 

• To avoid accidental spills in the river, a new water-diversion system was 
installed at a cost of $800,000. Total-oxygen-demand analyzers, invented by 
Dow, provide automatic analysis of the water flow in clean-water sewers at 
3-minute intervals. Alarm systems allow the diversion system to take con- 
taminated water direcdy to a shot pond instead of the river following any 
accidental spill. 

• Curbs and dikes are located around tanks throughout the plant site to 
isolate and contain chemicals that might leak from storage tanks. 

• The general manager of the Midland Division plant has told production 
and research managers that no new plants will be built unless waste problems 
are under control. He has also challenged people in existing plants to solve 
their own waste problems rather than rely on the division's $25 million 
waste-control facility. As a result, the division’s 500 operating plants have 
reduced by more than 25 percent the total amount of wastes sent to the 
general waste-treatment plant. 

• Twenty-eight cooling towers have been installed to prevent thermal pol- 
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lution of the Tittabawassee River. They cost $7.2 million to install. Better 
operating eflEciency and lower water costs gave us a 10 percent return on this 
investment. While this return was not great, it was not bad. 

• A new chloro alkali complex has no outlets to the river. 

• An interdisciplinary environmental research laboratory has been estab- 
lished to provide a technical base for the elimination of waste and the know- 
how to clean up wastes until new technology is developed. 

• Midland provides 24-hour supervision for its environmental-quality-con- 
trol activities. 

In the first 3 years of special emphasis on waste prevention ( 1968-1971), 
the Midland Division saved $6 million in materials that previously had been 
lost to the sewers. The savings, of course, continue. As these programs have 
been extended to our worldwide operations, we have proved again and again 
that there is profit in pollution control. 

EQUAL-EMPLOYMENT PROGRAMS 

Measuring the profit contributions made by pollution control is an easier job 
than measuring short-term profits derived from an effective affirmative-action 
program. However, the fines and penalties provided under Title VII of the 
Civil Rights Act of 1964 for failure to pursue such programs diligently 
provide more than enough incentive, 

Dow was faced with several situations that complicated our moving rapid- 
ly on programs to provide increased job opportunities for members of 
minority groups. For example, approximately 45 percent of our professional 
workforce have degrees in chemical engineering or chemistry. Only 5.7 
percent of the 1976 graduating classes in these two disciplines in United 
States colleges were members of minority groups. To increase the number 
of members of minority groups in our workforce it was obvious that we had 
to compete more aggressively for available qualified minority candidates, and 
it was equally obvious that we had to do something that would increase the 
number of members of minority groups graduating in the disciplines that we 
need. The latter is necessarily a long-range program. To be eflfective, a 
program attacking this problem must stan at the junior high school and high 
school level. Young students must be encouraged to take the basic mathemat- 
ics and science courses necessary to prepare them for the pursuit of a technical 
degree in college. Dow was a prime mover in founding Chemical Industry 
\for Minorities in Engineering (CHIME), a group of twenty chemical compa- 
nies working together to provide encouragement and incentives to young 
- minority students. 

Participation in other organizations targeted at increasing the number of 
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minority; students studying for technical degrees has become a way of life at 
^pow. We are active in the National Advisory Council for Minorities in 
Engineering (NACME), the Committee for Minorities in Engineering 
(CME), which is part of the National Science Foundation, the Minority 
Engineering Educational Effort (ME), the Texas Alliance for Minorities in 
Engineering (TAME), and other organizations. Programs designed to help 
minority students already in college are of real importance. We approach this 
need from several directions. Scholarship funds are provided to students and 
schools to assist those requiring financial aid. We are involved in alternate- 
term cooperative education programs which emphasize minority participa- 
tion. These programs provide students with an exposure to the industrial 
world of chemistry during their academic careers; they are an excellent way 
to help students grasp the practical aspects of the technology that they are 
learning. Summer jobs supplement these programs and are especially helpful 
at schools at which cooperative programs are not available. 

Of course, not all jobs in our workforce require college degrees. Achiev- 
ing a broader base of minority employees among our o|>erating personnel^ 
posed different problems. A good example is our experience with afiirmative 
action at Plaquemine, Louisiana. The plant there had few if any minority 
employees prior to 1963 even though the population in the area was 35 
percent black. 

Dow responded to increasing public and government pressure by institut- 
ing a companywide program for actively searching out qualified minority 
employees. At Plaquemine progress was slow; turnover was high. Minority 
employees felt that promotions came too slowly and that white supervision 
was not sensitive to their needs. There were no blacks in the front ofiice. 
After a series of meetings between the plant manager, his industrial-relations 
staff, and representative minority employees, a seven-step program of action 
was undertaken: 

1 . ^A black equal-employment-opportunity (EEO) counselor was appointed 
to communicate with minority employees. 

2. Blacks were moved into key supervisory jobs as they became qualified. 
The appointment of the first black shift supervisor was a major forward step; 
he provided an eflfective role model that had been absent. 

' Meetings were held with all employees to discuss EEO commitments and 
to seek inputs. 

4. Blacks were appointed to serve on committees and in employee activioes 
like the credit union. The result was to draw blacks into the mainstream of 
company activities. 

5y Local parity hiring goals were established. 
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6. Career days were established at local schools. Dow keyed its presenta- 
tions to black students and to job opportunities. This information was further 
spread by word of mouth. 

7. Dow representatives spoke at civic clubs, to church groups, and at 
science fairs, talking mostly about jobs and company philosophy. 

The net result of these aaivities was to establish Dow as a good place to 
work. The percentage of minority employees in the workforce increased 
from a negligible figure prior to 1963 to 23.8 percent in 1978. Progress has 
been steady, as illustrated by the accompanying table. 


Minority Operators* Program, Plaquemine 



January 

January 

January 

January 

January 

January 


1974 

1975 

1976 

1977 

1978 

1979 

Number of blacks 

73 

134 

153 

188 

217 

234 

Percentage of blacks 

14.6 

19.7 

21.6 

24.1 

23.8 

24.6 


Perhaps the best evidence of our success in moving forward in EEO 
activities was the recognition given to our programs by the government 
regulatory agency responsible for monitoring our compliance when it singled 
us out for self-audit. Rather than agency representatives, our own personnel 
were permitted to audit our various locations for compliance with EEO 
regulations. These auditors were given special training and worked as teams 
in auditing and preparing reports on their observations. The net result was 
a tougher auditing stance than that which the government itself assumed. The 
training program also brought in a wide spectrum of Dow employees and 
thus broadened the awareness of our many programs. A secondary benefit 
was the reduction of forms and paperwork that seem to accompany most 
government programs. We did not reduce the amount and quality of the 
data, but the data we developed were compatible with our own system rather 
than an addition to it. Although a change in government responsibilities (all 
EEO compliance activities are now within the Labor Department) has elimi- 
nated our self-audit relationship, we have maintained our program as part of 
an internal commitment to continued excellence. W,e m^e information on 
this program available to oAer cooipapies .th;^t have an ifitefesf iri It. 

Fair employment practices have also paid dividends. Huing and promot- 
ing the best available people is bound to be advantageous. A less obvious 
benefit has developed at Dow. In the United States discrimination based on 
skin color has only recently been vigorously challenged. In England racial 
prejudice is less prominent, but historically a young man has found it difficult 
if not impossible to rise above his father*s station in life. Other countries have 
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similar prejudices. A few years ago Dow chose a Canadian employee of 
Hungarian birth to be its chief executive officer. This decision did not go 
unnoticed by our employees around the world. I am happy to say that when 
the time came to promote another employee to the position of chief execu- 
tive officer, that employee's Italian birthplace played no role in his selection. 
While EEO may be seen as a United States program, its consequences rever- 
berate around the wc)rld. 



OCCUPATIONAL 
HEALTH AND 
SAFETY 


IR VING S. SHAPIRO 

Irving S. Shapiro is chairman of the board and chief 
executive o&cer of E. L du Pont de Nemours & Co,, 
a major international manufacturer of chemicals, 
headquartered in Wilmington, Delaware. He came 
to Du Pont in 1951 as an attorney in the legal depart- 
ment after serving in the U.S, Department of Justice 
during the Roosevelt and Truman administrations. 
He is the £rst person in the history of the world's 
largest chemical £rm to rise to the top through a 
career in law. In 1965 he was appointed assistant 
general counsel of the company. He became a vice 
president and a member of the Executive Committee 
in September 1970 and was designated a senior vice 
president in January 1972. On July 16, 1973, Mr. 
Shapiro was named vice chairman of the board, a 
new position that made him the second-ranking 
ofScer of the company behind Chairman Charles B. 
McCoy. On December 17, 1973, he was named Mr. 
McCoy's successor and elected to the Finance Com- 
mittee, effective January 1, 1974. 

Mr. Shapiro holds degrees from the University of 
Minnesota and the University of Minnesota Law 
School. He is a director of the International Business 
Machines Corp., Citibank and Citicorp, the Bank of 
Delaware, the Continental American Life Insurance 
Co., and the Greater Wilmington Development 
Council and serves on the Board of Trustees of the 
University of Minnesota Foundation and the Umver- 
sity of Delaware. He is also a member of the Board 
of Directors of the Associates of the Graduate School 
of Business Administration of Harvard University, 
the Visiting Committee of the John F. Kennedy 
School of Government of Harvard University, the 
Board of Trustees of the University of Pennsylvania, 



and the Board of Governors of the University of 
Pennsylvania Law School 

Mr. Shapiro is an American director of the U.S.- 
USS.R. Trade and Economic Council and a member 
of the Advisory Council on Japan--United States Eco- 
nomic Relations. He is a founding member and a 
member of the Board of Governors of the Jerusalem 
Institute of Management in Jerusalem, Israel. Mr. 
Shapiro is a trustee of the Conference Board and the 
Ford Foundation. He was elected chairman of the 
Business Roundtable in June 1976 and served in that 
capacity for 2 years. He was a vice chairman of the 
Business Council from January 1977 through 
December 1978. 



It may sound like a homily, but corporate responsibility does begin at home. 
No matter what tests of responsibility are eventually devised, the first criteri- 
on will probably be the way in which an organization treats the people who 
are directly and most seriously affected by its activities. If a company's rela- 
tionships with employees and the communities surrounding its plants or 
offices are flawed, no amount of papering over (by an extra gift to a local 
charity or by Thanksgiving turkeys to the faithful) will be acceptable as 
excuse or ploy. 

Perhaps there is no better method of evaluating a company's sense of 
responsibility than to look at its programs in occupational health and safety. 
Few subjects affea people's lives more direcdy or arouse greater interest. 
The appearance of harmful effects from exposure to previously commonplace 
substances, along with technological changes which allow scientists for the 
first time to detect parts per billion and to analyze their effects, have led all 
of us to reexamine that which was previously thought to be safe. 

How can lives be saved and businesses improve their programs in this 
area.^ Although it is risky to generalize from a sample of one, Du Font’s 
experience indicates that an emphasis on safety-conscious management, 
medical surveillance, and toxicological research, combined with a prime 
directive to make only those products which can be manufactured, transport- 
ed, consumed, and disposed of safely, can make a difference. 


SAFETY-CONSCIOUS MANAGEMENT 

The total management commitment to safety at Du Pont is reflected in 
everyday activities, large and small. Safety posters and safety meetings are 
requisites in all departments. Safety glasses are worn in all laboratories even 
when nothing dangerous is going on, and ‘Tour on the floor" refers not to 
cars but to the legs of a chair. Extreme? Perhaps The Wall Street Journal wzs 
right in noting that "Concern about safety and health takes on a slighdy 
manic air at Du Pont,"! but attention to detail is a necessary element in the 
reduaion of the accident rate. 

Individuals, knowing that their possibility of accident may be 1 in 100,- 
000, sometimes get careless; managers who are responsible for preventing 
the 1 in 100,000 have a different perspective, and it is their job to lead the 
way. Direaion from top management is essential to our policy that all acci- 
dents and illness from exposure to known hazards can be prevented. Every 
supervisor, for instance, learns quickly that Du Pont is not prepared to accept 
any predictable level of injury or illness in any manufacturing unit; he or she 
learns that the supervisor's job is to see to it that employees do not get hurt. 
We are extremely demanding and serious about this: a supervisor leams that 


1 Thomas J. Bray, “Hunt for Hazards: Protecting the Health of Du Pont Employees Is a Cc^dy 
Proposition,” The WdlJ Street JouimJ, June 28, 1976, p. 1. 
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if he or she cannot maintain a safe shop, Du Pont will get somebody who 
can. Similarly, every employee quickly learns that responsibility for his or her 
own safety is a condition of employment and that assuming unnecessary risk 
is unacceptable behavior. 

Safety-conscious management, of course, cannot guarantee zero risk, but 
everyone learns through constant safety training that management is commit- 
ted to minimizing risk. 


MEDICAL SURVEILLANCE 

In 1915 Du Pont became one of the first firms to institute a regular medical- 
surveillance program on a formal basis. As knowledge and awareness of 
chronic occupational health hazards have developed, tests have become more 
frequent. Now employees have physical tests when they first come to work 
at Du Pont and every year or two afterward, or more frequently if they are 
assigned to an area where hazardous substances could present a problem. 

Du Pont has also been a leader in industrial epidemiology, in part because 
of a policy of continued medical monitoring and commitment to the health 
of employees even after they have retired. Epidemiological data accumulated 
since 1956 have added to Du Pont’s ability to maintain a close watch on the 
employee population for the effects of subtle hazards. 

TOXICOLOGICAL RESEARCH 

A commitment to toxicological research and disclosure is also essential to any 
thorough occupational safety program, since some potential hazards are still 
unknown. To reduce the extent of the unknown, Du Pont and two dozen 
other companies support the Chemical Industry Institute of Toxicology, 
which will concentrate on the hazards of long-term, low-level exposure to 
commonly used chemicals. Sharing of information is also aided by the use of 
chemical hot lines which allow rapid checking of suspect compounds. But 
our first line of toxicological defense, and that which has allowed us to gain 
a leadership position in this area, is the Haskell Laboratory for Toxicology 
and Industrial Medicine, with a staff of about 200 on a 386-acre (156- 
hectare) site near the Maryland-Delaware border. 

It is worth noting that the Haskell Laboratory was established in 1935, 
long before the Occupational Safety and Health Administration (OSHA) was 
even a gleam in the regulatory eye, and that the corporate decision to spend 
unds on toxicological analysis during a depression was far from universally 
hailed. As President Lammot du Pont said at the laboratory's dedication: 

We will run up against difficulties. For instance, the operating department 
will want to know “why the laboratory doesn’t produce something.” The sales 
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department will want to know ‘*why the laboratory works up data that might 
make our customers believe our products are unsafe.” But we are embarked 
on our campaign with determination and it is only a question of time before 
the world recognizes that a very constructive thing has been done. 


THE BOTTOM LINE 
AND COMMON SENSE 

The acid test of a corporation’s resolve is the financial bottom line. Talk is 
cheap, and anyone can make noises about a commitment to safety; the test 
comes when safety costs dollars in terms of lost production, potentially profit- 
able products which are never produced, and the risk of criticism in the wake , 
of frank disclosure. ^ 

Du Pont continues to demonstrate its willingness to spend money for ^ 
safety and to forgo potentially profitable products when there are serious 
unresolved doubts about possible hazards. For instance, when Du Pont found 
that a compound was effective as a fire retardant for synthetic fibers, Haskell 
tested the chemical and recommended that it not be used because its combi- 
nation of acute toxicity and persistence in the environment presented unac- 
ceptable risks. Du Pont dropped the compound as a candidate for this use 
and presented the results of its studies at a Society of Toxicology meeting and 
in several journals. 

There are often difficult decisions to make in those gray areas where 
implications of hazards are present but proof is not. Du Pont’s general policy 
here is to err, if err it must, on the side of safety, by taking into account the 
degree of irreversibility and the severity of consequences when deciding 
which immediate action should be taken concerning a suspect chemical. If, 
for instance, there were a slight chance that a particular substance could be 
causing minor skin irritation and if it were known that the irritation could 
be stopped simply by eliminating contact with the substance, it would be 
reasonable to wait a short time until more definite test results were in. But 
if there were significant scientific evidence that a compound could be causing 
severe or irreversible damage, the company would move without hesitation: 
exposures would be reduced or eliminated through changes in procedures 
or equipment. Common sense argues against one-way trips into blind can- 
yons. 

Common sense is also needed when companies are faced with some excep- 
tionally hard trade-offs in the area of known but avoidable hazards. Does a 
pharmaceutical company, for instance, offer a pain-easing, life-prolonging 
drug with adverse side effects for some small fraction of its users I have no 
better answer to that type of question than the one framed by Dr. William 
W. Lowrance in his book Of Acceptable Risk. Dr. Lowrance concluded that 
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“a thing is safe if its risks are judged to be acceptable/ *2 In other words, a 
product is to be deemed safe if people who understand its risks to themselves 
or to those in their care are willing to take the risks. 

This means that all makers or users of a product must be informed of the 
attendant risks. It also means that it is the responsibility of management and 
others to be very sure that safety ha 2 ards sometimes perceived as givens 
actually are. No one should argue, for instance, in favor of the notion that 
X number of workers have to die to build a bridge or y number must be 
injured to complete a tunnel. Specious law-of-averages arguments like that 
are unacceptable, because with proper safety management no one needs to 
die on such projects. Similarly, although in dealing with chronic health 
hazards it is impossible to say that no one will ever get sick, a company should 
accept only that level of risk at which it is reasonable to predict that em- 
ployees will not be harmed. Unavoidable risks are only those which come 
with commensurate benefits (e.g., the pain-killing drug) and are impossible 
to eliminate without forgoing the benefits. 

RISK AND RESPONSIBILITY 

Top attention from management, a willingness to spend money to avoid 
harm, and the refusal to settle for averages — these are policies which seem 
to work. They can be compared with policies advocated by some that do not 
seem to work: simply implying that dangers should be accepted, simply going 
back to nature, or simply saying that corporations should be trusted regard- 
less of past records. 

1. It is wrong to say sanguinely that “Everything in life is dangerous,” with 
the implication that occupational hazards are simply par for the course. The 
appropriate course of action is to contain and reduce all risks and to make 
sure that all persons involved receive all the facts that bear on the situation. 

2. It is wrong to acquiesce in movements to push society backward. Just as 
we cannot take great risks to promote even great benefits (since lives, not just 
dollars or national objectives, are at stake), we also cannot simply stand pat, 
because a world with more people each year needs progress just to stay even. 
In any case, returning to a preindustrial economy of scarcity is no guarantor 
of safety. As Erik Eckholm pointed out, “Workers in pre-industrial societies 
face special health risks just as workers in technologically advanced societies 
do. Farmers and fishermen in many tropical countries, for example, are 
especially liable to contract schistosomiasis and other infections spread by 

2 William W. Lowraace, Of AcceptMe Risk, William Kaufmann, Inc., Los Altos, Calif., 1976, 

p. 8. 
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waterborne parasites. ”3 Nor are less advanced technologies an answer: small 
shops with antiquated equipment have consistently been found to be less safe 
than larger ones with more advanced machinery and process design. 

? 3. It is wrong for corporate leaders to ask for public trust without having 
5rst made a commitment to safety and backed up that commitment with 
practice reflected in good performance. Since there haveheen cases of corpo- 
rate irresponsibility in the area of occupational health and safety, corporate 
preachments in this area are suspect. The best and wisest course for compa- 
nies with information about potential ha2ards is to present the facts to those 
who can make use of the information, either to take action in the interest of 
greater safety or to conduct additional research to expand knowledge about 
the ha2ards. 

GOVERNMENT, INDUSTRY, AND 
SCIENCE 

People who axe,l<]olqng Tor ad checks and balances on corpora te 

l^^^rship often turn to government for help. I can sympathixe with that 
tendency in part. Certainly, we must work' to develop an atmosphere of 
greater understanding and communication between industry and govern- 
ment, and we must realize that both sides have erred in the past: business has 
at times exaggerated the economic penalties of meeting exposure-level and 
safety standards, and government has sometimes gone overboard in one area 
while ignoring others. Certainly, we need laws on the books concerning 
safety and health, and we need inspection provisions to ensure that those laws 
are being carried out.^ But fewjpf us want regulatory agencies to gain so much 
control that innovations are made impossible and freedom is stifled. 

There”* ^e, in short, no paternalistic panaceas. But there is a constant 
scientific search to extend our knowledge about the challenges which face us, 
and it is on science (along with improved management techniques, better 
communication, and sincere commitment) that we must rely if we are to 
identify unseen risks and reduce hazards. We must learn to share knowledge 
freely and improve our performance through listening to the criticisms of: .. 

• Professional organizations such as the American Occupational Medical 
Association, the American Conference of Governmental Industrial Hygie- 
nists, and the American Industrial Hygiene Association. 

• Hospitals, medical schools, and research institutes. Two examples of note 
are the Kettering Laboratory at the University of Cincinnati, which has 


3 “Unhealthy Jobs,*’ jEhwroiiOTenr, August-Sepcember 1977, 29-30. 
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evaluated the toxicity of lead and mercury, and the M. D. Anderson Hospital 
and Tumor Institute of the University of Texas at Houston. 

• Standard-setting organizations such as the American National Standards 
Institute, which has developed scores of standards voluntarily adopted by 
industry. 

Independent and professional organizations are in a unique position to 
mediate among business, government, and various interest groups. The exaa 
mechanisms of extended cooperation need to be further developed, but it is 
clear that mediating structures of this type will be necessary if we are to avoid 
the optimism of reliance on individual morality and the pessimism of subser- 
vience to government. Above all, business, government, and other groups 
need to avoid getting into shouting matches with each other; this issue is too 
important for us to waste time on anything but the most diligent research and 
the most thorough practice. We need more knowledge so that we can make 
judgments based on the full extent of workplace hazards and their potential 
consequences. We need better communications so that employees know 
about the risks that affea them and agencies outside the corporation have the 
facts on which to act. And we need commitment from the executive commit- 
tee of a company on down. 

The issue of corporate responsibility for occupational health and safety, in 
summary, is a complicated one. A company such as Du Pont cannot stop 
searching for innovations: we have a responsibility to our society and to the 
world to make better products through science to meet people's needs. 
Corporate responsibility still begins at home, however, and companies have 
a responsibility to consider the potential risks as well as benefits to employees, 
customers, and communities. That obligation is central to our way of thinking 
in Du Pont and is interpreted to mean this: if a product cannot be made and 
used safely, it ought not be made at all. 



Part 4 

THE INTERNAL 
PROCESS OF 
CORPORATE 
DECISION MAKING 

4 * 

The Organizational Implications 
of Corporate Responsibility 


Many contemporary observers of business have become increasingly interest- 
ed not only in the substantive output of management decision making but 
also in the way in which the decisions are made. Since the late 1960s such 
issues as the role and composition of the corporate board, the value of the 
social audit, and the rights of employees have been the subject of considera- 
ble controversy both within the business community and among the public 
at large. 

The first two essays in Pan 4 deal with the issue of corporate governance. 
In a wide-ranging essay, Donald E. Schwartz, a professor of corporate law 
who has written extensively on this issue, argues that strengthening the 
participation of stockholders in corporate decision making would enable a 
corporation to more effectively balance economic and social objectives. He 
suggests that the area of corporate governance offers executives an ideal 
opportunity to exercise private initiative and particularly urges that the in- 
dependence of the corporate board be strengthened. Schwartz, however, 
cautions against judging a corporation's social performance on the basis of 
its adoption of suggestions of corporate reformers like himself. While corpo- 
rations vary in their attitudes toward shareholder participation, some of the 
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most socially responsive firms have done little to change their governing 
structures. 

J. Wilson Newman, who served as an outside public director of the Lock- 
heed Corp. from 1976 to 1978, essentially echoes Schwart2*s recommenda- 
tions. While stressing the fundamental soundness of our business system, 
Newman believes that the traditional system of corporate governance is no 
longer adequate. He believes that a strengthened corporate board can play 
a critical role in improving the responsiveness of the corporation to economic 
and social changes. Newman particularly emphasizes the importance of an 
effective public issues committee as a way for management to become more 
sensitive to the corporation's social role and impact. 

The need for voluntary changes by the profit sector also informs Harvey 
Kapnick's essay, 'Improving Corporate Social Responsibility: The Role of 
the Accounting Profession.” Kapnick argues that unless executives define the 
social role of business both “generously and expansively,” additional govern- 
ment regulation will undermine the vitality of the private sector. He suggests 
that the accounting profession has a particularly valuable role to play in 
establishing practical guidelines that can help management find “the proper 
balance among all corporate objectives.” While criticizing the concept of the 
social audit as impractical, Kapnick does propose a framework to enable 
managers to monitor the social programs of their companies more effectively. 
Kapnick especially stresses the need for executives better to inform both 
government officials and the public about the way in which corporations 
define their responsibility to society. 

David W. Ewing urges voluntary changes in corporate behavior with 
respect to another issue, that of employee rights. Ewing is troubled by the 
substantial degree of authority that executives exercise over their employees. 
He argues that this degree is incompatible with the Western tradition of 
respect for civil liberties. Ewing wants corporations to establish procedures 
that protect the privacy of their employees, provide them with the oppormni- 
ty to challenge corporate policies with which they disagree, and enable them 
to object to requests that they judge either immoral or unethical. While 
Ewing is disappointed with the lack of interest in these reforms on the part 
of most business executives, he does describe several firms, including Inter- 
national Business Machines Corp., Cummins Engine Company, the Bank of 
America, Atlantic Richfield Company, General Electric Co., Pitney-Bowes, 
Dow Chemical Company, American Airlines, Polaroid Corp., and Donnelly 
Mirrors, that have taken the initiative in providing some mechanisms of due 
process for their employees. 

Our final contributor is John H. Filer, the chairman of Aetna Life & 
Casualty. In his essay, “The Social Goals of a Corporation,” Filer urges 
corporations to pay more attention to the social impact of their activities and 
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to examine ways in which they might apply their characteristic skills and 
strengths to the solution of pressing social problems. Filer emphasizes the 
critical importance of involving executives throughout a company in the 
formulation and implementation of corporate social goals but concludes that 
the ultimate responsibility for social goal setting by corporations must rest 
with the chief executive officer. 



CORPORATE 

GOVERNANCE 


DONALD E. SCHWARTZ 

Donald E. Schwartz is a professor at the Georgetown 
University Law Center. He was educated at Union 
College, the Harvard Law School, and New York 
University Law School. Professor Schwartz has 
worked for the Securities and Exchange Commis- 
sion; served as counsel and secretary of the Columbi- 
an Financial Corporation; and worked as an associate 
and partner with the law £rms of Brinsmade and 
Schafrann and Hill, Betts, Yamaoka, Freehill and 
Longcope. He is counsel to the law £rm of Williams 
& Connolly. 

He is the author of more than thirty-£ve articles 
and reviews in law journals on various aspects of 
corporate law. He has also participated as a panelist 
in numerous forums sponsored by the Practising 
Law Institute. 



The claim of many corporate reformers since the late 1960 s has been that 
the corporation so closely resembles a political entity that it requires 
‘‘legitimacy*’ if it is to be allowed to dominate our lives and affairs. The 
question of legitimacy focuses on the governance structure of the corpora- 
tion, and this has led critics to pose two central questions: Do the governed 
select the governors? Are the governors accountable to their constituencies? 

PROBLEMS OF ACCOUNTABILITY 

These reformers have noted that the governed are not the stockholders of 
the corporation, at least not the stockholders alone, but include all those ^ 
significandy affected by large corporations. Thus, the proper constituencies | 
include employees, customers, and indeed the public as-a whole who breath^ j 
the air and drink the water contaminated by corporate activity — the group| 
sometimes referred to as the “neighbors” of the corporation. The critics,®* * 
believing that neither the economic force of competitive markets nor the 
regulatory controls of government are effective or at least are not sufficiendy 
so to prevent private decision makers from imposing their unaccountable 
decisions on the public, have claimed that it is necessary to politici2e those 
decisions to protect the commonweal. The side effects of business activity are 
the externalities that largely escape the control of either the market or the 
government. It is the recognition of the severe social cost of these externali- 
ties, pollution being the most obvious and worrisome example, that has 
encouraged the search for other controls to ameliorate their effects. To 
pursue the illustration, the competitive marketplace may encourage the cost 
savings accomplished by pollution, yet the regulatory control of government 
cannot be so far-reaching as to bring under surveillance and control the 
day-to-day ordinary business decisions that give rise to pollution, at least not 
without an unacceptably high cost and loss of freedom. The precise cure 
prescribed by some respected critics has been to make the corporation con- 
form more nearly to an acceptable political model. 

Precisely how to do this has not been carefully delineated, but critics have 
spoken of requiring boards of directors to include representatives selected 
by various constituencies; of politically appointed directors, of codetermina- 
tion in the selection of directors, and of similar schemes to broaden both 
participation in the process and the groups to which managers would be held 
accountable. Presumably, the standard of accountability would be affected by 
the selection of the groups to which the directors would be held accountable. 

There is at least a superficial appeal to this approach because it is doubtless 
true that large corporations possess considerable power. In turn, this means 
that the managers of corporations, who by and large are self-seleaed, in- 
dividually wield considerable power. Our sooety has a long tradition of 
mistrust of large concentrations of power. 

Nevertheless, closer analysis erodes some of the initial attractions of politi- 
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cizing corporations. Proper perspective makes us realize that the considera- 
ble power of corporations and their managers is far from absolute. Competi- 
tive forces can still make unsound decisions like thdke that produced the 
Edsel car and Corfam poromeric material quite costly. The growing power 
of government to affect the lives of both companies and individuals has 
prompted demands for deregulation from both liberals and conservatives. 
Furthermore, politicization does more than constrain the corporation; it 
menaces its future. 

The critics have succeeded in diagnosing the' problem, but their prescrip- 
tions for a cure are notably less successful. This is due mainly to their failure 
to take account of the dominant economic characteristics of corporations or, 
in some cases, because they lack sympathy for that method of allocating 
resources. 

By and large, corporate managers tend to respond to market forces out 
of a recognition that their central mission is to produce goods and services 
at a profit. By and large, market forces dictate the allocation of resources. 
Those with the most direct interest in the corporation — managers, owners, 
and employees — share a common goal of economic growth, which produces 
both profits and employment. A political restructuring of the corporation 
would introduce into the decision-making process persons who disagree not 
only over the means but, more fundamentally, over the purposes of the 
business. The allocation of resources would then be subject to the pulls and 
hauls of varying criteria, and the different objectives would be resolved by 
a show of political force rather than by, a single criterion of maximization of 
economic growth. Rather than bringing the externalities under control, it is 
more likely that the corporation would be incapable of achieving any goal 
whatsoever. 

It still remains desirable to reconcile the political impaa of the corporation 
with its economic character. Reconciliation does not mean that all our eco- 
nomic and social aspirations can be fully satisfied; indeed, it necessarily means 
that they at best can be brought to tolerable levels of accommodation. It is 
my own view that this accommodation requires some restructuring of the 
corporate governance arrangement together with continued government 
regulation and gready increased disclosure about corporate activities. I be- 
lieve that more than likely change will come about only as a result of some 
form of federal corporation law that mandates a revamped governance struc- 
ture. 

Both the traditional corporate pursuit of profits and the achievement of 
qther social goals that limit profits must be recognized as social values if 
reform is to be achieved within the existing framework. This is an immense 
challenge to any reform effon that seeks to accomplish change by altering the 
internal structure. Unbridled growth imposes social costs; limits on growth 
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deter the accumulation of capital. Moreover, loss of profitability promotes 
takeover bids by aspiring managers who will attempt to promote economic 
growth at the expense of social goals. This vicious round-robin persists as 
long as the stockholders remain the exclusive voting constituencies of the 
corporation. Yet at the same time giving the vote to any constituency other 
than the stockholders makes it almost impossible for the corporation to 
achieve its economic goals. Such may be the dilemma of capitalism, and yet 
it is probably the most widely shared view that some form of economic 
capitalism is integral to our system of a free society. The dilemma deepens. 

However, the achievement of economic success by a corporation must be 
viewed in a proper time frame and made to take account of all the costs. 
Further, success does not require that managers possess virtually absolute 
power and be free from close scrutiny by independent monitors. This scruti- 
ny can be accomplished by changes within the existing governance structure. 
Over the years the boards of direaors of corporations, as bodies of indepen- 
dent significance, have tended to wither away, so that the full-time managers 
of our largest corporations have been self-selecting, self-perpetuating, and 
self-policing. In the largest of our corporate enterprises, those that have the 
most significant impact on the greatest number of people, the stockholders 
have been able to exert little power over the affairs of the enterprises. The 
stockholders themselves have not been much concerned about this loss of 
power because they have retained their individual power to sell their stock 
and to escape the effects of poor management. While the so-called Wall 
Street rule, which enables investors to vote with their feet, protects individu- 
als, it tends to have litde effea on altering the performance of the managers 
of the largest enterprises. 

The inability of others to affect management's power is most acutely felt 
with respea to the social performance of the corporation, the sphere of 
activity in which investors have the least interest. It is fair to ask whether an 
increase in stockholders’ power and the requirement of greater accountabili- 
ty to stockholders and to a strengthened board of directors chosen by stock- 
holders would have any effea at all on the social performance of the ^ 
corporation. I believe that it would, particularly when changes in the gover- 
nance structure are accompanied by certain other changes that would serve 
to regulate corporate conduct. 

Increased accountability by managers is necessarily an open process that » 
serves notice to the larger community about corporate activities. Whether or 
not affeaed citizens have a formal opportunity to influence decisions that 
affea them, it is surely true that they have an opportunity through the 
political process to take away some of the freedom that corporate managers 
otherwise enjoy when the exercise of that power imposes costs on the com- 
munity. Therefore, a governance structure that requires managers to account 
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to stockholders allows nonstockholders to exert their influence on decisions. 
Of course, the process that renders managers accountable to stockholders 
also permits stockholders to protect their own interest, but if they do so with 
such zeal that unacceptable costs are imposed on nonstockholders, they incur 
the risk of costly retaliation. There must be continued interest by government 
in the activities of corporations if the possibility of such political redress is 
to be believable. Regulatory agencies are part of the control and accountabili- 
ty system, although it is hoped that they are not the fastest-growing segment. 
By forcing the accountability process into the open, rational behavior will 
lead to sensible accommodation — an optimality with all costs considered. 

The foregoing presents the theme around which I suggest that we design 
^a corporate governance sd^cture* We must now consider what specific pro- 
^ ^cesses and mechanisms will help achieve the type of managerial accougtaHli- 
ty that will enable the corporation best to balance its stockholders' goals with 
its public responsibilities. We design systems because we do not want to rely 
solely on the good faith of individuals to do the right thing. While enlight- 
ened, imaginative leadership may be a far better solution than any system we 
can devise, we know that poor leadership is more common. Thus, we must 
opt for the second-best solution. Moreover, while we can probably proceed 
on the assumption that most managers conscientiously want to conduct their 
business with proper regard for the public interest and that this goal involves 
1‘ , extremely complex judgments, we must also observe that managers, especial- 
. *^1y aspiring middle and junior managers, seek personal advancement and that 
^ they will do what they can to attain their goal. This leads them to resolve most 
of the complex, close issues in their own favor. In other words, junior and- 
middle managers have an incentive to impose costs on society rather than oii 
their co mpl y. A system of accommodation requires independent persons tor 
monitor the performance of managers and those that report to them in order 
to see if they are really reducing costs or merely deferring them. This, in turn, 
requires an adequate flow of information to senior managers. The monitor- 
ing function must be structured so that it is capable of obtaining the necessary 
information and interpreting it. The availability of an adequate staff to carry 
out these assignments is needed. 

Increasingly, American business leaders have perceived that there is a 
. significant role for the board of direaors of the corporation, as a body distmct 
from the management of the corporation, to carry out the monitoring func- 
tion. Where once the board of directors was largely indistinguishable from 
senior management and hence could be said to be responsible for managing 
the business of the corporation (as was its legal mandate set forth in all 
corporation stamtes until recent years), modern corporate managers no long- 
er hold to that view. They see the value of a body of largely detached 
overseers who will not be responsible for day-to-day management but will 
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have some responsibility for determining basic business goals, acting in a 
time of crisis, serving as a sounding board on policy issues, and, most impor- 
tant, acting as monitors of the performance of management. Critics of the 
corporation have also perceived the unique opportunity that the board has 
to reflect the broader social values by which the corporation must conduct 
its business as well as the social dynamics in which the corporation must 
function. 


RECOMMENDATIONS OF THE 
AMERICAN ASSEMBLY 


The Fifty-Fourth American Assembly of Columbia University, which met at 
Arden House, Harriman, New York, in April 1978 , wrestled with the issues 
of corporate governance and tried not only to discover a general theme for 
the subject but also to delineate specific solutions. Its recommendations, most 
of which I believe are sound, represent a good starting point for analysis. 

The American Assembly report^ begins by emphasizing in its preamble 
that the concerns of corporate governors go beyond the welfare of stockhold- 
ers. It expresses a dislike for centralized power and a search for internal 
methods within the corporation to achieve its varied goals. 

After describing the board’s functions, in which a monitoring role was 
stressed, the assembly stated that a majority of board members should be true 
outsiders. This means that most should be neither from management nor 
from outside organizations that have significant business relationships with 
the company. However, the assembly specifically rejected the idea that only 
one officer, the chief executive officer, should be a member of the board, as ^ 
had been proposed by Chairman Harold M. Williams of the Securities and 
Exchange Commission (SEC) and, indeed, by Courtney C. Brown, the chair- - 
man of the American Assembly, who strongly urged his views at this gather- - ^ 
ing. It did accept the views of both Chairman Williams and Chairman Brown C 
that the chairman of the board should be someone other than the chief^ \ 


operating officer. . 

The assembly also focused on means of creating a professional atmosphere 
within the board. Individually, the measures seem almost trivial, but collec- 
tively the instimtionalizing of these procedures could transform a passive A 
board into a creative one. These steps include the furnishing of adequate ’ 
information to board members prior to the meeting, committee reports, 
regular and comprehensive board meetings, and interim reports and discus- 
sion of pending issues. 


1 William R. Dill (ed.). Running the American Corporation, Prendce-Hall, Inc., Englewood 
CliiFs, NJ., 1978. 
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The assembly also stated that there should be at least four committe<^s: 
nominating, audit, compensation, and public issues committees. The first 
three should be composed entirely of independent directors, and the fourth 
should have at least a majority of independent directors. One of the most 
significant recommendations, largely because this was the first nonadvocate 
group to make such a recommendation, was the proposal that shareholders 
have the right to nominate directors and have their nominees included in the 
proxy statement paid for and distributed by the corporation. 

The assembly urged disclosure of the board selection, pi:pcp$ as^^^a 
to improve the board’s efFectivehe&. This recorhmendatiori was a significant 
recognition of the role of discIoMre as part of the governance process and 
of the view that disclosure would be both informative and therapeutic. 

The corporate committee that received the most attention from the assem- 
bly, naturally enough, was the audit committee. Commentators and the SEC 
have both placed great emphasis on the role of this committee in providing 
better controls and obtaining greater accountability of management. The 
assembly believed that the committee should be made up entirely of outsid- 
ers and that it should have broad responsibilities. The suggestion was much 
along the lines contained in the settlement that the SEC negotiated with 
Killeam Properties, Inc., in 1978. 

The assembly recognized that the corporate structure itself must be a 
mechanism to be employed in dealing with social issues that stem from the 
conduct of a company’s business. It was generally agreed that mere.coi]0pli;^ 
ance with law was insufiicient; the legal standard was seen ^ only a minimum 
standard. All agreed that a public issues committee of the Board should be 
a part of the established procedure by which the board would sensitize itself 
to important social issues and monitor management performance on these 
issues. An innovative proposal of the assembly called for establishment by the 
corporation of quality-of-life advisory committees including representatives 
of employees, consumers, environmentalists, affected communities, and oth- 
er interested groups which would advise management on social concerns and 
proper responses. Moreover, following lengthy debate the assembly recom- 
mended the development of evaluation systems for public issues, a concept 
similar to a social auditing process to help monitor social performance. 

The assembly also dealt with the serious underlying problem of tfie pursuit 
of individual goals, mentioned earlier, which allows and may even encourage 
middle and junior managers to ignore social concerns. In brief, since middle 
managers are evaluated on the achievement of the subunits over which they 
have control and in which most of the details of management are implement- 
ed, they have an incentive to avoid incurring costs growing out of social 
concerns, to externalize whatever costs they can, and to pursue business 
objectives regardless of social costs. Unless social costs become part of the 
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evaluation of middle management, then, regardless of the official policies 
pronounced by senior management and by the board of directors, the corpo- 
radon may continue to inflict these costs on society and avoid posidve ac tions 
that might reduce favorable short-term performance. The concern of the 
managers is not long-term profitability but the short-term objectives by which 
their own advancement is measured. The key is for the corporate governance 

structure to develop awareness and a response to this dynamic. . 

The assembly proposed that corporate executives require regular reports 
from middle and lower managers on the social and environmental conse- 
quences of their operations. Their reports should include an evaluation of 
alternatives for operations or for the design of products that have social and 
environmental consequences. Whether this proposal is adequate is not clear; 
perhaps a change in liability exposure is needed. But disclosure is the place 
to begin. 


GOVERNANCE REFORMS 

The full recommendations of the American Assembly are not reflected in 
practice by any large corporation, but there certainly has been progress on 
the part of major corporations in moving toward an improved governance 
structure. A board of direaors composed of independent direaors is now the 
norm among major corporations. An audit committee is now required of any 
company whose shares are listed on the New York Stock Exchange. A 
number of companies are providing far greater disclosure about their opera- 
tions than they are required to furnish by law. In this respect, two examples 
may be cited. BankAmerica Corporation adopted a voluntary disclosure code 
in 1976 (it was revised in 1978), and now citizens are considerably better 
informed about the company’s operations and their social impact than is 
required by law (see also essay “Voluntary Disclosure,” by A. W. Clausen). 
BankAmerica had formed a task force which made a limited effon to solicit 
the views of outsiders about what disclosures were desirable, although the 
product was surely an inside rather than an outside document. General 
Motors Corp., beginning in 1970 and probably largely at the prodding of 
Ralph Nader’s Campaign GM, began to circulate or make available a report 
of the impact of the company’s activities in areas of social concern. Atlantic 
Richfield Company includes a brief social audit by an independent journalist 
in its annual report; some of the remarks are critical of the company, in fresh 
contrast to the self-serving declarations of good citizenship found in most 
corporate annual reports. 

Most of the governance reform that has been proposed and that has been 
implemented has been oriented toward improving profitability. Of course, 
managers must regard stockholders as their first constituency , if for no other 
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reason than survival. An interesting qualification on that point was one that 
was made by Control Data Corporation, which approved the following 
amendment to its charter at its 1978 annual meeting: 

tenth: The Board of Directors of the Corporation, when evaluating any 
offer of another party to (a ) make a tender or exchange offer for any equity 
security of the Corporation, (b) merge or consolidate the Corporation with 
another corporation, or (c) purchase or otherwise acquire all or substantially 
all of the properties and assets of the Corporation, shall, in connection with the 
exercise of its judgment in determining what is in the best interests of the 
Corporation and its stockholders give due consideration to all relevant factors, 
including without limitation the social and economic effects on the employees, 
customers, suppliers and other constituents of the Corporation and its subsidiar- 
ies and on the communities in which the Corporation and its subsidiaries 
operate or are located.^ 

Perhaps this amendment may be explained on the ground that the compa- 
ny’s management would like to have all possible resources at its disposal in 
the event of a takeover attempt in order to protect its own jobs and has given 
itself the broadest possible mandate for countermoves. But the amendment 
may also be explained as a response by a management that has built up a 
business and does not want to see its efforts wasted in the name of the pursuit 
of short-term profits. In other words, the managers are concerned about the 
totality of operations and would consider it improper if someone sought 
higher profits at the expense of social concerns. That the shareholders ap- 
proved this amendment would seem to sanction social responsibility as a 
value of the corporation alongside that of profitability, but the test will come 
when there is an actual clash between profits and social goals. To some extent 
the amendment causes confusion because it is likely that management already 
possessed the power spelled out in it. It would be a mischievous result if 
managers and courts came to believe that without such a charter provision 
management must ignore the social consequences of corporate action. 

Sensitivity to changes in corporate governance is a relatively new phe- 
nomenon in large corporations. To a large extent it was promoted by the use 
of stockholder proposals following the adoption of an SEC rule in 1942. The 
traditional corporate activists, Lewis Gilbert and Wilma Soss, used proposals 
to urge management to show greater awareness and responsiveness to their 
stockholders by conducting the annual meeting in accessible places, furnish- 
ing postmeeting reports to stockholders, and making such substantive 
changes as providing for stockholder ratification of the selection of auditors 
and adopting cumulative voting in the election of directors. 

Of course, none of the stockholder proposals submitted by Soss and Gil- 


2 Proxy statement, Control Data Corporation, Mar. 20, 1978. 
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bert were ever adopted by majority vote of the stockholders, but some 
companies voluntarily made the changes when a sufficient number of share- 
holders indicated their concern by voting for the proposals. About 3 percent 
of the votes by stockholders was usually enough to trigger a change. Most 
large companies responded by becoming more open in their stockholder 
processes, although few embraced cumulative voting. Nonetheless, some 
companies persist in holding their meetings in remote places like Flemington, 
New Jersey, that are inaccessible for most people. A growing number of 
companies furnish postmeeting reports in considerable detail to their stock- 
holders, but others, for example, Fuqua Industries, Inc., respond to such a 
suggestion with a statement that they are not required by law to do so. 
Indeed, a number of companies, including both General Motors and Ford 
Motor Co., furnish a complete transcript of the annual meeting upon pay- 
ment of a nominal fee. 

Real reform of the governance process means changes at the board level, 
since stockholders can at most perform a peripheral rote. Some companies 
have been especially innovative in experimenting with techniques for im- 
proving the performance of the board. Conneaicut General Insurance Corp. 
has tried to define the board’s monitoring role carefully and has issued a 
manual that serves as a model for others. Texas Instruments has created a 
perrnanent officer of the board who devoms full rime to board service. This 
provision institutionalizes a type of professional director drawn from th^ 
f^ks of manag^nient. 

Governance reform is a relatively recent phenomenon. It has not been the 
focal point of concern about corporate responsibility, at least until the last few 
years. Now some old devices are receiving a fresh look. Audit committees, 
for example, have been known for a long time, but the existence of an audit 
committee proves very little; what matters is who composes the audit commit- 
tee and what functions it performs. A number of companies have made sound 
use of their audit committees in highly special circumstances as a follow-up 
of a particular crisis, such as the discovery of improper corporate payments, 
and often as a result of a court order which has dictated its creation and 
composition. The New York Stock Exchange now requires such committees 
to be composed of independent directors, although one can quarrel with the 
definition of independence. 

The nominating committee is a newer phenomenon, and its existence is 
not yet required. A number of companies have created such committees, but 
few data exist to show how independendy these committees are funaioning 
and what changes they are producing in the composition of the board. 

A prggiressive and responsive governance scheme is but one indication of 
a socially responsible company. There are autocratically governed companies 
that boast splendid records of sensitivity to key social issues, such as pollution 
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and discrimination. Ranking social responsiveness or social responsibility is 
an immensely complex task because so much depends upon the weight that 
the evaluator gives to the various factors. By tradition and attitude, some 
companies seem more sensitive to the social climate, and reform of their 
internal governance procedures can be expected to assist the development 
of greater awareness of public concerns. This is political wisdom. 

Several illustrations demonstrate this sensitivity and awareness. In 1974 
the Projea on Corporate Responsibility, which I was serving as director and 
as counsel, submitted stockholder proposals to both General Motors and 
Eastman Kodak Co. The General Motors meeting was held in Detroit, and 
the Kodak meeting was scheduled for Flemington, New Jersey. I was sched- 
uled to represent the project at the Kodak meeting, but a last-minute conflict 
prevented my appearance, and I arranged for several of my students in a 
graduate seminar to substitute for me. I advised the secretary of Kodak of 
the details and concluded my conversation by saying that I was sorry I 
couldn’t attend the meeting but hoped that I would be able to do so the next 
year. His response was, “Why don’t you pick on someone else next year?” 
Almost as soon as that conversation was concluded, I received a call from the 
secretary of General Motors asking about arrangements for his meeting, and 
I told him that I would not be able to attend but that we wou^d be represented 
by someone else. His remark to me was, “I’m sorry you won’t be there, but 
perhaps you’ll be able to attend next year.’* If those corporate secretaries 
reflected the managements of the two companies, and every indication was 
that they did, the attitudinal gulf between the companies is a veritable chasm. 

Nevenheless, it is difficult to single out governance issues as indicative of 
management’s overall attimde toward social responsiveness. An experience 
with Levi Strauss & Co. is illustrative. In 1973 the project submitted a 
proposal to several corporations including Levi Strauss, asking their manage- 
ments to devise a plan for improving the manner of selecting directors. The 
management of Levi Strauss thought that was an excellent idea and supported 
the proposal, which was then adopted. The chairman of the board of Levi 
Strauss, Walter A. Haas, Jr., then telephoned the project in Washington and 
said that he would like to meet with its representative in order to get some 
ideas that he could discuss with his board. He flew to Washington and spent 
an afternoon with members of the projea and invited them to furnish a 
memorandum. Chairman Haas gave every indication that he was serious 
about implementing some of their proposals. These proposals, incidentally, 
were no more radical than suggesting that the company create a nominating 
committee, but in fact none were implemented, and Haas later explained that 
his board was unresponsive to making the kind of changes contained in the 
memorandum. No one can doubt the overall sensitivity and social responsi- 
bility of this company, which was even reluctant to become a public company 
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because the management was fearful that public ownership would inhibit its 
traditional charitable aaivities. The episode is recounted to show the com- 
plexity and, indeed, the ambiguity of the issue concerning corporate gover- 
nance. Dominant leadership of the progressive kind may be more likely to 
produce beneficial results than any systemic reform. But one-man benevo- 
lence is an unreliable tool of progress, and systems are needed. 

I would recommend, therefore, that certain basic governance reforms be 
instituted without waiting for new rules from Congress, the SEC, or the New 
York Stock Exchange. Reform starts with management’s examination of 
existing operations to see if the company has kept pace with the kinds of 
reforms that have been widely discussed in recent years. Open analysis with 
^^.-Jtlie directors and counsel must follow. The steps would simply be as follows: 

!• To see whether the board of directors is management-dominated and 
wkether greater independence is necessary. 

2. To examine the committee structure to see whether, at a minimum, the 
company has an audit committee (it probably does if it is a big company), 
a nominating committee, a public policy committee, and a compensation 
committee. These are the minimal requirements. These committees should 
be as independent as possible. Moreover, the company should define in- 
dependence so as to make sure that it is real and not merely apparent. 

3. / To resolve that all stockholder proposals be considered with an open 
r^ind, with the possibility that some will be adopted. The company would be 
well advised to take stockholder proponents seriously, engage in communica- 
tion with them, and see if some things can be worked out even without 
putting matters to a vote. A number of companies over the years have done 
this with Lewis Gilbert and Wilma Soss. I experienced a fruitful negotiation 
with officials of the International Telephone and Telegraph Corporation over 
a stockholder proposal that resulted in the board’s adopting a bylaw proposed 
by the project. 

4* To examine closely its disclosure documents to see whether management 
provides adequate disclosure in the form of annual reports, postmeeting 
reports, and perhaps special reports about material facts of interest not only 
to stockholders but to other claimants for the company’s attention. 

My own view is that private initiatives in improving governance systems , 
ought toTie lencbtlraged and that far-reaching legisllttion shcmid be held in 
reserve until there lias been grater opportunity to experiment with altema- ^ 
^ lives. In the long run, however, I am doubtful that far-reaching changes wilt ^ 
‘ come about except by some form of compulsion, of which the most logical 
in my opinion would be a federal corporation law. The main thrust of such 
a law would not be to impose additional regulations but rather to prescribe 
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a more sensitive and responsive governance scheme that would eliminate the 
need for more detailed federal regulation. 
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I have been invited, because of my experience as an outside public director 
of the Lockheed Corp. and chairman of its Special Review Committee (April 
14, 1976~May 8, 1978), appointed pursuant to a consent and undertaking 
with the Securities and Exchange Commission (SEC), to contribute an essay 
on the role and responsibility of corporate boards. Quite naturally, my views 
are influenced by many years of experience (including 16 years as chief 
executive officer of Dun & Bradstreet and service as a director of numerous 
companies) in analyzing business operations and participating in business 
management as well as in undertaking several government and other public 
assignments. This background, mentioned in the interest of full disclosure, 
will enable the reader to endorse or impeach the views here expressed. They 
are solely my own. 

FORCES FOR CHANGE 

I must state at the outset that I believe that our business system is sound and 
that it is based on workable principles which can respond effectively to the 
interests of investors and of American society. But we cannot rest on that 
confidence. Business must constantly refresh its policies and techniques of 
governance to stay attuned to the demands of our constantly evolving society. 
We have seen evidence in recent years that the business community has failed 
to move forward at the same pace as social change, but I also see signs that 
the problem is being recognized and that we are heading toward solutions. 

Certainly there are abundant signals of new forces at work which require 
change. Opinion polls show that the public holds large corporations in rather 
low esteem. We take small comfort from the fact that similar distrust is 
accorded major labor unions, the Congress, and other established American 
institutions. Society cannot survive over the long term in such an atmosphere 
of distrust, and it is encouraging to see many of these institutions taking steps 
to regain public confidence. 

Much of the animosity toward the business world undoubtedly is founded , 
on the stream of reports of bribes and other questionable payments from 
companies now numbering in the hundreds. These are serious matters, but 
I believe that the problem is broader. It includes the daily failure of . 
business produq 3 and services to public expectations. ^ 

Along with negative public attitudes, we have many regulators who poini 
out specific errors and urge specific reforms. There are many proposals for 
additional layers of government regulation. If they were adopted, there 
would be more uniformity, more bureaucracy, and more concentration of 
federal control. This approach is a frequent response to problems of all 
descriptions, but in this case I believe it to be simplistic and destructive. As 
stated by SEC Chairman Harold M. Williams: 

What is necessary is that corporate directors and management be commit- 
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ted, in their own long-term self-interest, to making corporate accountability 
work. No legislation or rule can substitute for that commitment. 

For that reason, the goal of those who believe in the efficiency and effective- 
ness of our present methods of private econtsmic dt*cision-making must be to 
stimulate the corporate sector to greater sensitivity to, and appreciation of, the 
need for it to address squarely the issue of corpttrate accountability. If too many 
business leaders insist that there is no problem or that the sole vehicle for 
corporate accountability is the bottom line, then I suspect that the political 
processes will ultimately take more and more of the contrttl out of the hands 
of private managers and transfer it to the hands of government regulators. And 
that is a prospect that I would neither greet with enthusiasm nor expect to be, 

' , in the long run, consistent with a system of private enterpri,se. ‘ 

* "In my view the most effective way to bridge the gap between public 
expeaations and corporate performance is through reform initiated within 
the corporate body itself. The responsibility for instigating this self-regula- 
tion lies with the corporate governing body, the board of directors. This view 
is reflected in the attitude of the courts, which have also taken a hand in this 
area, generally prodding the business community to change its ways and to 
evolve new attitudes and methods geared to meeting stKiety's evolving 
standards. Court decisions relating to corporate governance have steadily 
increased the responsibilities of directors, both inside and outside directors, 
and held them accountable for what corporations do. Those decisions have 
held that directors are responsible not only for corporate actions abtiut which 
they have known but also for any activities about which they should have 
known. This finding has stimulated a commendable increase in the attentive- 
ness and curiosity of board members. 

CORPORATE RESPONSE AND THE 
ROLE OF THE BOARD OF 
DIRECTORS 

'In this climate of change it is imperative that the corporate community 
respond to public demand for corporate accountability and reevaluate the 
traditional forms of corporate decision making. The failure to learn the 
, lessons to be drawn from the public viewpoint may well lead to overreaction 
A, by government in the form of extensive and wide-ranging regulation. 

The ffcst lesson is that tb^ old ?ystem of corporate governance is no longer 
adequate for. tbe times. It has been traditional for boards of directors 5^ 
their company managements to strive for personal compatibility and hand-in- 
glove cooperation. As could be expected, boards selected in this manner have 


1 Address before American Society of Corporation Secretaries, June 1, 1978. quoted in Views, 
Arthur Young & Company, New York, vol. 11, no. 5, August 1978. 
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renewed themselves by choosing equally compatible and cooperative people 
as new direaors. This style of governance has its virtues in terms of efficiency 
and smoothness of operation. The drawbacks, however, are more important 
than the virtues. Directors too often become captives of management, and 
there is not enough real measurement of executive performance. Such a 
system breeds insularity, a tendency to make comfortable decisions and to 
avoid confronting significant change in the surrounding world. It is an atmos- 
phere in which directors reinforce rather than challenge each other’s opin- 
ions and ideas. In short, there is too much potential for laxity. 

The second lesson that should emerge is that business operates under a 
basically sound system of governance. It is grounded on democracy and has 
the flexibility to meet the needs of a diverse economy and an equally diverse 
society. The fault lies principally in the attitudes and methods which have 
developed over the years. The task before us is to get on with the renewal 
which will make a fundamentally sound system work as it was intended. 

The^soard of directors is the^key to renewal. Directors must begin serving 
their intended purpose and not simply act as pieces of parsley on a dish of 
fish. We must reali2e the democratic potential of the system and make direc- 
tors stronger representatives of the shareholders who elea them. We must 
create a balance of power — of authority and responsibility — ^within each 
corporate system. The way to do that is to make the board of direaors an 
independent force In corporate affairs rather than a passive affiliate of man- 
agement. 

This implies not an adversary relationship but a system of checks and 
balances. It implies that management’s plans will be intelligendy tested and 
debated and that management will receive sound and well-informed policy 
guidance from the board. It also implies that the direaors will monitor results 
on an organized basis. 

There are two fundamental elements which are vital if the system is to 
work properly. One relates to the quality of the people chosen as direaors, 
and the second deals with the quality of the information they receive. . / 

Corporations must take a fresh approach to the selection of directors. ' 
Greater attention must be given to finding people who can deal competendy 
with business affairs and who have exhibited high standards of personal 
integrity. Direaors also must have the independence to challenge the 
proposals which management has the duty to present and the courage to 
overrule management when necessary. A. system of checks and balances is 
essential, but only the charaaer and ability of the direaors will tmke it work 
successfully. 

The second vital element is information. The system must be structured 
so that all significant matters are brought before the board of directors in a 
timely fashion. All viewpoints and options must be presented so that the 
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directors can examine each situation in whole before reaching a decision. 
With complete information the directors can do a proper job of perceiving 
directions in which to move, setting priorities, marshaling and allocating 
resources, and organizing the corporation to meet its goals. Then they must 
monitor progress and appraise the results. 

This kind of open and balanced system, peopled by men and women of 
high character, will carry us toward the goal of eliminating the problems 
which have occurred in the past. Lord Acton warned that “Power tends to 
corrupt; absolute power corrupts absolutely."' A balanced corporate system 
is the best defense against absolute power, and so we can expect it to be a 
strong defense against corruption. 

Congress has a role in the national political system which is analogous to 
that of the corporate board of directors. Although the people select the chief 
executive, Congress makes policy through legislation and monitors the re- 
sults through its oversight function. I believe that this system has worked with 
great success for almost two centuries, and I believe that the concept can be 
equally successful in the business world. I also have been interested to see 
that in its own efforts to update itself and restore public esteem Congress has 
chosen to improve attimdes and methods rather than change the basic system. 
The new codes of ethics and the evolution of the committee system are 
similar to the types of change appropriate for the business system. 

EXPERIENCE AT LOCKHEED 

Perhaps the most praaical way to illustrate the kind of change I have in mind 
is to discuss what was recommended by the Special Review Committee of the 
Lockheed Board of Directors. As a result of recommendations of the commit- 
tee relating to the composition and functioning of the board, the following 
framework for corporate governance was adopted by Lockheed. It indicates 
in part one company’s response to some of the concerns to which I have 
referred. 

1. At least two-thirds of the board is composed of outside directors. No 
advisers to the corporation, such as legal counsel, may serve. Former execu- 
tives can remain, but they must be counted as inside directors. 

2. Outside directors select and nominate all new and continuing candidates 
for eleaion by shareholders. 

3. Key board committees (nominating, audit, compensation) are composed 
entirely of outside directors, and all committees have an outside majority. A 
majority of outside direaors is required in any quorum for a committee or 
full board meeting. 

4. The membership of the audit committee is rotated periodically. Full 
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minutes t)f each meeting are distributed to the entire board, and the audit 
committee reptirts pericklically to the full board. All financial matters of 
substance are brought to the committee's attention. 

5. The internal audit function has an independent budget. The director of 
internal avulit reiHirts at pre.sent to the chief executive officer and has direct 
access to the audit committee and the board. The director provides regular 
reports to the lx)aril. 

6. The outside auditors are nominated by the board and elected by the 
shareholders, and better methtkls of assuring the independence of the public 
accounting firm are being consitlered and developed. 

7. The compensation committee makes recommendations to the board on 
the com{K*nsati<m of management, including the director of internal audit. 
In addition, there is a system of performance review for senior management, 
including the chief executive officer. Not only is this valuable for compensa- 
tion jutigments, but it also enables the board to make intelligent choices for 
senior management positions. 

8. An organization review has been initiated to assure that lines of authority 
and communication are clear within the management structure. All managers 
are retiuired jK-riodically to make a written affirmation that they are following 
the principles of business conduct established by the board. 

9. A public issues committee monitors trends in society and helps the 
cor{X)ration operate in a way that is consistent with contemporary standards 
of conduct. 

A public issues committee should be an effective force for constant renew- 
al and updating in corporate governance. Many of my business friends regard 
such committees with suspicion, holding that a corporation should devote its 
attention to business, not to scxrial issues. They miss the point. It is true that 
a business corpt)ration exists to provide products and services and that it must 
strive for a profit to prosper in its role. But in addition to this primary 
responsibility to shareholders, any company is by definition a public corpora- 
tion because it exists under law, and it is a social organization because it deals 
intimately with members of society. It pays wages, sets working conditions, 
provides pensions, and often affects the community environment in a variety 
of ways. For all these reasons, management must remain constantly sensitive 
to trends in society just as it must keep pace with the marketplace. 

FUTURE DEVELOPMENTS 

Various private groups — in business, law, the universities, and the invest- 
ment community — also have turned their attention to the issues involved in 
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corporate governance. It is my hope that one group, perhaps a special study 
commission organized for the purpose, will emerge as a leader in the private 
sector. We need a vehicle for focusing the debate and pulling together the 
practical recommendations which can set reform in motion on a broad scale. 
Encouraging business groups to evolve standards for responsible corporate 
governance would go far toward achieving immediate effects to accommo- 
date various points of view currently being debated. 

Our purpose at Lockheed was to establish the board of directors as a 
strong, independent, and eflfective force in the operation of the company. 
Several of the changes made at Lockheed can be found already in force at 
other corporations, and a trend toward substantive change in corporate gov- 
ernance seems to be under way. I believe that business leaders must work 
hard to accelerate that movement if the American business system is to 
continue to enjoy the freedom it requires, and must deserve, to operate 
successfully. I also believe that if people of strong character combine on a 
board of directors the seasoned abilities to set principled goals, to think out 
sound strategies, and to devise effective taaics for implementing them and 
if they act on the basis of full and timely information, we can look to the 
future of American corporations with great confidence. 
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The social impact of business on the United States is undeniable. It is, after 
all, the central activity of our private-enterprise, market-oriented economic 
system. Most of what we Americans aspire to create and build, produce and 
market, we achieve through private economic activity. Yet we sometimes 
encounter a curious reluctance on the part of business and professional 
executives to admit freely that their economic efforts have social conse- 
quences and that they, therefore, have a social role to perform beyond their 
narrow economic function. There is a rather doctrinaire school of thought 
which holds that the social responsibility of business is to obey the law and 
to maximize profits — period. A company is said to fulfill its total social obliga- 
tion by delivering goods to customers and dividends to shareholders. Ac- 
cording to this line of thinking, any attempt to apply the talents and resources 
of a corporation to social objectives is a gross distortion of its function and 
a wasteful interference with the market mechanism, likely to turn business 
into a tool of government. Indeed, acceptance of corporate social responsibil- 
ity is often depicted as surrender in advance to political and bureaucratic 
pressures for greater government regulation of business. 

Unfortunately, this shortsighted business view is the mirror image of the 
opinions of righteous antibusiness critics who complain that business cares 
more about profits than about people and their problems. Of course, business 
mustczie about its profitability if it is to survive, bear the risks of innovation, 
and generate the funds to grow and to expand its output of goods and 
services. Profitability is the indispensable prerequisite to social responsibility. 

I strongly dissent from these black-and-white concepts of business and its 
role in the American economic and political system because they are at odds 
with reality. If we do not define the^social role of business generously and 
^.^expansiyelyf acknowledging clear-cut responsibilities to the public Interest, 
we actually invite government to intrude further into the private sector and 
"^^reempt even more private decision making. We cannot leave everything to 
government without in the end losing the vitality and perhaps the very 
" essence of our democracy. 

DEVELOPING A PROGRAM OF 
SOCIAL RESPONSIBILITY 

Part of the price we must be prepared to pay to maintain our free society is 
to accept voluntarily the necessity of self-regulation and self-discipline in the 
public interest in order to keep the role of government limited. Happily, this 
argument has long since been resolved within the top ranks of United States 
corporate management. Without stepping out of character or ceasing to 
perform its economic function, modem business now recognizes that society 
expects it to be socially responsible, and it further recognizes the importance 
of satisfying these public expectations. The question is how far it should go, 
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how fast progress is to be achieved, what priorities should be established, and 
how results are to be measured in terms of cost-benefit economics. 

In a free enterprise economy, responsiveness to concerns of the general 
public is only one of the factors to be considered in establishing corporate 
policy. Finding the proper balance among all corporate objectives is the 
decisive task of management. Here I believe that the experience and analytic 
approach of the accounting profession can be very helpful in establishing 
practical guidelines. 

The issue is not whether corporations have accepted their share of social 
responsibility as a corporate objective. On the whole, they clearly have, but 
with what priority.^ Certainly, most companies have as a minimum accepted 
their social obligation to obey the law and to follow a sound set of business 
ethics. However, each company needs to assess its total situation with respect 
to public expectations, the viability of the business, the severity of direct 
business problems to be resolved, and the collective social conscience of its 
own management and stockholder group. On the basis of this assessment, 
each CQiBpany must decy^^ how much of a leadership role it mtencls to assume 
in social responsibility. 

In our firm, we are continually making such a self-appraisal. We concluded 
long ago that among our important responsibilities are the maximum effec- 
tive development of the human resources at our disposal, including equal 
opportunity for all races, colors, creeds, and, even more important, nationali- 
ties of each country in which we operate. We also believe in intensive 
cooperation in activities leading to the improvement of our respective com- 
munities and the enhancement of the quality of life available in those com- 
munities. 

As we define it, our basic social responsibility rests on our professional 
expertise. It is an unswerving dedication to improved financial reporting for 
the investing public. Many might not conceive this as a social goal, but it may 
well be the most important need in our economic system. 

As auditors, we have looked carefully at many schemes for accomplishing 
an effective social responsibility program through a formal social-accounting 
system, including balance sheets and profit and loss statements. The results 
have been disappointing. To record the intangible values of such a program 
in financial statements of any kind defies comprehension. 

We have also looked at the concept of the social audit. Frankly, we have 
found this approach impractical and have rejected it. The word “audit” is 
especially unfortunate. To audit demands preestablished standards and verifi- 
cation of data against such standards. In most cases, this would be impractical 
because of the subjective nature of social programs. 

' ^ Therefore, to achieve an effective social responsibility program a company 
"Should (1 1 specifically assign executive responsibility for the programf t^. 
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develop a plan which will ensure maximum benefits to society consistent with 
dilfToiiipany^s particular goals, capabilities, earning capacity, and available 
resources; (3 > establish clear-cut apriorities; and (4) communicate the results, 
including cost-benefit data, in a specific and meaningful way to those parts 
of the business which are actively engaged. 

To assure sound management in a company's social responsibility activi- 
ties, every member of top management must be involved. One way of 
accomplishing this is to establish a management committee on social responsi- 
bility. Such a committee should probably be chaired by the chief executive 
and consist of some or all of the officers who report directly to the executive 
or to his or her office. As with any other program, if a social responsibility 
effort is to be effective, the responsibility for achieving the program must be 
specifically assigned to an individual whose duties are spelled out. Selection 
of this executive is critical because he or she needs to be influential with the 
other members of management, not just happen to have the time to do the 
job. Initially, social responsibility may have to be given part-time attention, 
but it should not be considered less important than the executive’s other 
duties. The adage 'Tf you wish a job well done, give it to a busy person” 
should appfy: ‘ - 


ASSESSMENT OF SOCIAL ISSUES 
AND CORPORATE RESOURCES 

In developing a social responsibility program, the company should assess 
issues in which it has a significant interest or for which it has a unique ability 
to bring about concrete improvements. In most cases, the social issues with 
which the public, government, and others are concerned fall into six main 
categories: 

1 . Energy and mineral resources. The area of energy and mineral resources 
is concerned with the e^ciency of energy consumption, alternative energy 
sources, and the conservation of scarce minerals and alternative minerals 
used to conserve those in dwindling supply. 

2 . Human resources. The area of human resources is concerned with efforts 
to provide equal opportunity for minority groups, women, handicapped 
persons, and citizens of all nations in which the company operates; increased 
job security and job satisfaction; avenues for upward mobility for all persons 
seeking self-improvement; improved occupational safety and health meas- 
ures; and steps to foster the care and dignity of older people. 

3 . Land resources. The area of land resources encompasses such issues as 
whether a company’s intended use of land conforms to a community’s goals 
with respect to the development of its employment and taxation bases; the 
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preservation and enhancement of the land character and environment; uses 
of land which block or alter natural development patterns, particularly with 
respect to large tracts of vacant land; and the community’s interest in enjoy- 
ing the recreational potential of the land. 

4. Environmental protection. The area of environmental protection has to 
do with the preservation or recovery of clean air and water, the abatement 
of noise and of pesticide and radiation pollution, and the satisfactory disposi- 
tion or recycling of solid wastes. One of the more troublesome aspects of 
assessing these issues is to establish a bench mark against which improvement 
or deterioration will be measured. Is the proper standard the pristine envi- 
ronment of prehistoric times, the highest levels of pollution experienced 
during the last few years, or some intermediate point between the extremes? 

5. Civic participation. Civic participation was probably the first social re- 
sponsibility recognized by business and today is perhaps the one most com- 
monly accepted. This subject encompasses the efforts of a business to 
maintain and enhance the environment in which it operates, including the 
construaion of attractive, well-organized, and clean facilities, the effective 
control of employee and transportation traffic in and out of the plant, and the 
provision of open spaces, parks, swimming pools, and gymnasiums which 
supplement community recreational resources and, indirectly, make these 
available to company employees. 

Another aspect of civic participation is involvement in community institu- 
tions such as youth programs, crime prevention, prevention of alcoholism 
and drug abuse, and programs to preserve and promote the community’s 
facilities for transportation, communications, water supply, power supply, 
and waste disposal. Still another form of participation is involvement in 
special community programs to raise funds for worthy causes, to sustain 
projects, and to stimulate the quality of life through support of various artistic 
programs such as the opera, the symphony orchestra, and museums. 

6. Consumer protection. The final area is consumer protection. A company 
should seek to maintain and improve standards related to advertising, sales 
promotion, packaging, labeling, guarantees, credit terms, product safety, 
product performance, durability, servicing, and attention to consumer com- 
plaints. 

In developing a social program, this grouping of issues will usually cover 
all concerns that are reported when the public’s concerns are surveyed. For 
example. Opinion Research Corporation, in a 1974 survey, asked more than 
500 business executives to identify areas in which their companies had failed 
in social responsibility.^ They identified these major issues: lack of awareness 
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Internal Corporate Decision Making 249 


of ecological problems, which falls in the area of environmental protection; 
failure to educate the public about business, which would be remedied by 
programs mounted in the areas of consumer protection and civic participa- 
tion; neglect of employees and failure to recognize discrimination, both of 
which would be included in the human-resources group; loss attached to 
customers who have felt cheated, which, of course, falls in consumer protec- 
tion; and criticism that business has been too narrowly profit-minded, which 
would be answered at least in part by the company's creation of a social 
responsibility program. 

In addition to identifying the issues most relevant to a particular company, 
before a social program can be effective it must establish an inventory of 
corporate resources available to deal with the various issues. For example, 
to what degree can a company afford to forsake current profitability to 
achieve special goals? How much human resources, panicularly at the man- 
agement level, can be made available for civic participation and other worthy 
goals? 

Given an understanding of the relative significance of issues and the ^ '■c 
availability of resources, a company should proceed with something closely ^ ^ 
akin to a business budgeting process. Specific priorities need to be assigned<» ; ' 

to the various issues, and resources allocated to sustain specific programs % 
described for those issues. The benefits sought should be estimated to justify ^ 
the costs of each program established. These benefits should be in specific ^ 
terms, such as the number of permanent jobs which would be created for 
handicapped workers and the anticipated tenure of persons hired for those 
jobs. Establishing priorities is sometimes difficult, but it is essential if a pro- 
gram is to be translated into meaningful action. 

MEASUREMENT AND REPORTING 

After a company has established its social responsibility plan and assigned 
responsibilities and priorities for implementation, the next requirement is to 
create a measurement and reporting system so that effective communications 
can be achieved for all facets of the program. This requires identification of 
expenditures made for the various programs apart from those which are 
incurred for ordinary business activities. Also, effective reponing requires 
quantification of the benefits achieved as a result of the plan. 

Some of the measurement processes required to achieve effeaive report- 
ing will involve new and often difficult concepts. For example, at what point 
does a social-impact program become a normal part of the company's opera- 
tion and thus no longer a suitable subject for reporting? It would be ludi- 
crous, for example, for a company still to be reporting the costs and benefits 
of converting to an 8-hour day back in the early 1900s. 
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We have examined most of these reporting problems, however, and are 
confident that they fall within the present-day state of the art. Particularly 
encouraging is the fact that much of the information needed already is 
captured in various data processing applications, particularly those related to 
operating systems rather than accounting systems. The problem then 
becomes capmring the remaining unrecorded data and converting the pres- 
ently recorded data to the purposes of effective social reporting. Accurate 
cost-benefit information will not be easily attained, but if real benefits are to 
accrue to society, government, and others from the program, this measure- 
ment process must be accomplished. 

The final issue is to whom such information should be communicated. ^ 
Certainly some form of internal reporting is essential. Any company which 
sets goals for itself, whether for growth, profitability, personnel recruitment, 
public image, or social responsibility, needs to know whether it has succeed- 
ed and what the costs of its efforts are. 

Further, a company needs to review these data to determine whether 
elected officials, their aides, and government regulators should be briefed so 
that they understand cost-benefit relationships. Also, consideration should be 
given to how such information may be used to answer social critics’ attacks 
or, what is an even better tactic, to preempt their criticism. At the very least, 
a company armed with these data will know the costs and limitations involved 
in attempting to achieve unrealistic public demands. 

According to former Secretary of Commerce Juanita Kreps, “The past 1 5 
years have seen corporations devote dramatically increased attention to social 
responsibility.” As evidence she offers the following observation: “In 1977, 
456, or 9 1.2. percent, of the Fortune 500 industrial firms published informa; 
tion about social performance in their annual reports, according to an Ern§t 
& Ernst survey. This is nearly twice the number of firms that did so in 197 1 

We believe that it is important to communicate to the general public, as 
a matter of business credibility, what companies that assume a leadership role 
are doing to help improve the specific areas of social concern. Generalities 
and platimdes will not help, but specific examples will start to turn the tide 
of antibusiness sentiment. Many companies already are doing more. We must 
recognize that a credible public report is essential to effective leadership. To 
be credible, such reporting should generally be based upon quantified re- 
sults, including costs as well as benefits, and results should be documented 
to assure maximum credibility if they are challenged. Accountants have a 
special role to play in gathering and providing this solidly factual informa- 
tion. 

In my opinion, we business and professional leaders have a clear obliga- 


2 Speech given at Duke University, Oct. 19, 1977; referred to in The New York Times, Oct. 
20, 1977. 
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tion to inform the public about our social programs. Whether we believe that 
corporate social responsibility is fulfilled by meeting minimum legal stan- 
dards or should be expanded to include voluntary efforts, we must tell the 
public in specific terms what we are doing and why and the tangible results 
of our policies. Free enterprise has shown what it can do to solve social 
problems. With improved communication of our goals, efforts, and accom- 
plishments, we may foster a dramatic change in public attitudes toward 
business and our free enterprise system based on our willing adherence to 
new standards of social accountability and responsibility. 
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An old Pennsylvania Dutch proverb admonishes, ''Think what you please — 
but not too loud/' However, George B. Geary, a salesman for 14 years in 
a large steel corporation in Pennsylvania, did not take this advice to heart. 
Geary was sure that a new tubular casing which the company was making was 
dangerous and unfit for customer use. When he voiced his fears to his 
superiors, he was told to stop worrying: after all, the new casing had been 
tested. But the testing had been inadequate, Geary insisted, and so he took 
his misgivings to the vice president in charge of sales. His reward for his 
efforts was a summary discharge. 

The veteran salesman went to coun. In 1974 the Supreme Court of 
Pennsylvania heard his case and decided that he had no right of action for 
wrongful discharge.! The decision has no precedential value (the courts have 
taken this line for centuries), but the case is remarkable in one respect: it was 
a 4 to 3 decision. Not long ago the vote would have been 7 to 0 against 
Geary. 

The closeness of the decision is one of a growing number of signs of a 
gradual but momentous change in thinking about employee rights in indus- 
try. The traditional law of the master-servant relationship, which in the main 
holds that management can fire an employee for cause, for no cause, or for 
cause morally wrong, is being challenged as never before, not only by groups 
outside the corporation but also by groups inside it, including some top- 
management leaders. A momentous change in the corporate quality of life 
appears to be in the making. 

What is the situation that a growing number of people want to change? 
In most corporations and for a great majority of corporate employees, civil 
liberties have been a will-o’-the-wisp. Union members are the major excep- 
tion to this rule (not all of them, because some unions are totalitarian and 
reactionary), but unions cover only about 1 employee in 5. All the rest — 
managers, secretaries, scientists, engineers, salespeople, accountants, and 
many others — are subject to the traditional rule just mentioned. 

For these many employees, the constitutional rights to which one has 
grown accustomed in family, school, and church life generally must be left 
outdoors, like cars in the parking space. As in totalitarian countries, from 
time to time a benevolent chief executive or department head may encourage 
speech, conscience, and privacy, but these scarcely can be called rights, for 
management can take them away at will. In the words of former Attorney 
General Ramsey Clark, "A right is not what someone gives you; it is what 
no one can take away.” 


1 GeBry v. US Steel Corp., 319 A. 2d 174 (1974), 
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BACKGROUND TO CORPORATE 
AUTHORITARIANISM 

This situation is the curious, anomalous, and accidental product of two paral- 
lel trends, one legal and the other commercial. Since its beginnings, Western 
law has given the employer a fairly free hand in hiring and firing employees. 
Until a century or so ago there were good reasons for this. Businesses were 
small; the employer-employee relationship was close; commercial life, like 
personal life, was tenuous; and labor tended to be manual, simple, and 
interchangeable. But then came the era of the large organization, corporate 
power, and the so-called knowledge worker, that is, the employee whose 
value to the corporation lies not so much in his or her hands and physical 
energy as in learned abilities and know-how. The intimacy of the employer- 
employee relationship vanished; size made the corporation more stable and 
longer lived than any employee or management group; and technology and 
specialization produced employees who were not interchangeable among 
companies, employees who, though extremely valuable for 50/ne companies, 
might be of no value whatsoever to most. However, only in a few respects, 
such as collective bargaining, did the law change to accommodate this mo- 
mentous change. 

In the meantime a revolution was occurring in the operation and direction 
of business. The large corporation appeared and, with it, professional man- 
agement. 'Tn the past, the man has been first,” said Frederick Winslow 
Taylor, often called the father of scientific management; ‘Tn the future, the 
system must be first.” Taylor and the legions of industrial engineers and 
management experts who followed him looked at the organization as a 
system whose main function was to be efficient and effective. Individualism 
was something that, while precious in private life, was atavistic in work life, 
relevant only if its suffocation might conflict with the prosperity of the system. 
In work life, Taylor saw individualism mostly as a means to an end. If it 
seemed a valuable means, it would be stressed; but if it didn't seem valuable, 
it wouldn’t be prized. Always the system — its efficiency, its productiveness — 
was the North Star in Taylor’s hemisphere. 

The consequence of these two trends, the organizational and managerial 
revolutions, each developing independently of the other, was a loss of civil 
liberties ^d of. authoritari none of the Founding Fathers 

could have anticipated. It would not be fair to say that their dream of 
constitudonalism was eviscerated, for American political and social liberties 
expanded steadily in our first two centuries. On the other hand, it is fair to 
say that there has grown up an enormous corporate archipelago which, in 
terms of civil liberties, is as different from the rest of the United States as day 
is from night. In this archipelago, as Taylor mandated, the system comes first, 
the individual second (except when collective-bargaining, equal-employ- 
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ment-opportunity, safety and health, and similar regulations provide otherr. 
wise). Externally, the system operates at the sufferance of the consumer: nd’ 
corporation survives unless it pleases a constituency in the marketplace. 
Internally, however, the employee works and behaves at the sufferance of the 
system as represented by his or her supervisors and managers. 


development of the 

EMPLOYEE-RIGHTS MOVEMENT 

Until the 1950s the movement for employee rights was hypothetical. One 
could have traveled from Albuquerque, New Mexico, to Zilwaukee, Michi- 
gan, without seeing a trace of it. In the 1960s, without forewarning, it 
appeared here and there in tenuous form, but no one took it seriously. And 
then, early in the 1970s, employee rights abruptly began to materialke, and 
they have been spreading ever since. Why.^ A variety of feelings and beliefs 
about work and authority have been changing together, bringing about a 
subtle but momentous alteration in attitudes — what sailors might call a sea 
change in the economic weather. 

.Wportant change is the steadily growing conviction that top execu- 
tives in an organi^tion, whether private or public, have no monopoly on 
wisdom and. understanding. While they must be free to make operating 
decisions and to demand excellent work performance, they are not entitled 
to impose thought control on subordinates. Watergate, the corporate payoff 
sc^dals, and other notorious cases of top-level bungling have contributed to 
this conviction. 

Another part of the sea change is a growing feeling that there should be 
more to producing goods and services than narrowly defined efficiency. 
Human dignity has a role, too, and that means rights. In valuing the work 
system more than the individual, Taylor’s school of scientific management 
was singing the ancient call of the totalitarian, with the corporation placed ^ 
in the role usually reserved for the state. U.S. Supreme Court Justice Felix 
Frankfurter articulated the newer theme when he said, ‘T don’t like a man 
to be too efficient. He’s likely to be not human enough.” 

Still another "reason for the new thinking is dise^hchantment with the 
notion of freedom of contraa betw^een employer and employee. The tradi- 
tional reasoning of employers and jurists went something like this: “Em- 
ployee, if you don’t like it on your employer’s terms, get out. He didn’t have 
to hire you; therefore he can fire you. You can leave any time you want; 
therefore you must leave any time be wants.” Such legal chauvinism once 
could be justified by arguing that a dismissed employee could waltz off to 
some rival employer on the other side of town. If this were ever true, 
certainly it is no longer. Let us suppose that the employee is a specialized 
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engineer or chemist who cannot hope to find a new job except by uprooting 
his or her family and moving to another city or state. Let us suppose that the 
employee is middle-aged in a market that prefers younger people (equal- 
employment-opportunity laws notwithstanding). The typical employee is no 
longer a pair of hands that can be substituted readily for a missing pair of 
hands somewhere else. He or she is trained and equipped for a limited 
number of work opportunities. 

Another kind of disenchantment that fonifies the employee-rights move- 
ment has to do with economic loyalty. The traditional attitude (no doubt 
born in the days when most owners also were managers) has been that only 
the chief executive and his or her top lieutenants know how to be truly loyal 
to the stockholders. Therefore, a lowly engineer, accountant, scientist, or 
even assistant counsel who disagrees with the boss has got to be wrong and, 
more to the point, dismissible by 5 p.m. the same day. 

Now this notion seems workable enough in the area of economic matters 
and technical management. Here the so-called big picture possessed by the 
top executive does indeed (or should) entitle him or her to decide what is 
right. Not so, however, when it comes to matters of ethics and morality. Does 
anyone seriously argue, after our rich and mind-boggling history of top- 
management embezzlements, cover-ups, and other shenanigans, that corpo- 
rate czars are more loyal and honest with the owners than are the kulaks (or, 
as one congressional punster said, the ‘‘czar-dines’*)? Too many dismissal 
cases in which facts have been aired suggest that it is the czars, not the kulaks, 
who should have been fired. The department head who fires the questioning 
accountant may be a neurotic, unscrupulous man who wants that green 
eyeshade out of the office fast for the sake of keeping his private embezzle- 
ment or political-payoff scheme under wraps.2 

Finally, and perhaps most important, employee rights are being supported 
on grounds of accountability. There is a growing feeling, sometimes reflected 
in judicial decisions, that private industry no longer is private but is endowed 
with varying degrees of public responsibility. This being the case, more 
Americans are asking, don't we want employees to feel a dual loyalty, not 
only to the corporation but also to society and to the morality that holds 
society together? 

This question brings us back at last to the Geary case. Dissenting from the 
majority view. Justice Samuel J. Roberts urged the Pennsylvania court to 
attach greater weight to the public’s stake in responsible criticism by em- 
ployees. “Geary’s discharge is directly contrary to the societal interest in 


2 An absurd example of the traditional view is the case of Campbell v. Ford Industries, 546 P. 
2d 141 ( 1975), in which an employee who came upon evidence of top-level embezzlement and 
requested a look at the books was fired outright even though he also was a stockholder. The 
Supreme Court of Oregon rebuffed his suit against the company for wrongful discharge. 
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preventing injury due to defectively manufactured products/’ Roberts ar- 
gued. He felt that the sales veteran’s action was more than an option; it was 
a “duty” and “in complete harmony with his employer’s best interest.” 
Mightn’t Geary have been more culpable if he had iior taken his worries to 
the top? 

YANKEE DOODLE IN THE 
EXECUTIVE SUITE 

Thus the argument for employee rights grows. At first it appears to be only 
a loose thread in a legal jacket, but when pulled, it causes the whole jacket 
to unravel. For two centuries our courts have concentrated, as they should, 
on protecting the individual from the oppression of political governments. 
But if rights against federal and state agencies are important, why not rights 
also against corporate economic agencies? “Let me add,” Thomas Jefferson 
wrote to James Madison in 1787, when the two men were pondering the 
need for a constitutional bill of rights, “that a bill of rights is what the people 
are entitled to against every government on earth, general or particular.” 

Although Jefferson didn’t know it, the state governments of that day were 
to be surpassed in size by corporate governments. The “population” of the 
American Telephone & Telegraph Co. is 939,000 employees, nearly twice 
the size of the population of Virginia when the American Revolution started. 
To be sure, AT&T’s population is mostly daytime, whereas the people of 
Virginia were governed night and day; on the other hand, the telephone 
company controls its employees far more carefully than the Virginia state- 
house ever dreamed of controlling its tradesmen and farmers. 

The time-honored rebuttal to the suggestion that corporations should be 
constitutionalized is that without stria economic discipline our economic 
system would come apart at the seams. Any form of dissidence, any type of 
criticism of management prerogatives, however well motivated, is greeted as 
the most contemptible of crimes. To paraphrase Prof. Alan Dershowitz of the 
Harvard Law School, dissidence is considered a crime so heinous that even 
innocence is no defense against it. The unfortunate Geary, for instance, 
appears to have been innocent of any such ignoble motives as seeking to 
agitate fellow employees, tarnish the company image, or throw a monkey 
wrench into the machines making tubes. 

“One of the tragedies of life is the murder of a beautiful theory by a gang 
of brutal facts,” said Benjamin Franklin. The “Totalitarianism is necessary” 
theory would appear to be an easy victim. Looking around us, we can find 
numerous instances of organizations that have not come apart at the seams 
while establishing civil liberties. Which are these companies? What gaps in 
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corporate civil liberties have they sought to fill? And why have they felt 
impelled to lead in the ways that they have? 

Privacy 

Corporate initiatives to develop a right of privacy for employees are impor- 
tant because traditionally managers have needed only the flimsiest excuses to 
search a subordinate's locker, desk, and files. Moreover, since managers 
alone have had access to an employee's personnel files, they have been able 
to clutter them, if they have wished, with irrelevant and inaccurate informa- 
tion. Another form of invasion is eavesdropping. For instance, in all but a 
few states company managers are free to monitor employees’ conversations 
on company telephones without notifying the employees. 

An employee’s privacy is invaded in still other ways in organizations that 
exercise the full freedom given them by traditional law. It is invaded when 
an employer collects data about a worker. The company may employ exhaus- 
tive questionnaires about the person’s life and habits, psychological tests, and 
electronic tests. Even enthusiastic supporters of such devices admit that they 
raise a legitimate question of unfair invasion of privacy, but they insist that 
the benefit to management and society outweighs the invasion. The em- 
ployee’s privacy may be invaded again when the information collected is put 
to use. Managers make decisions on the basis of information about which the 
employee may be ignorant, including hearsay and off-the-cuff opinions 
gleaned from quick interviews. The organization may use the same informa- 
tion to answer inquiries from social workers, credit bureaus, union ofiicials, 
insurance companies, lawyers, government agencies, and other entities. 

In changing this egregious situation, the International Business Machines 
Corp. has been the leader. This company has enacted for its nearly 300,000 
employees a privacy code which may be the most advanced such code of any 
organization in the world. In addition to ruling out surreptitious monitoring 
of employee conversations and spying on employees’ home lives, IBM insists 
on such principles as the following:^ 

1 . Management can collect and keep in its personnel files only those facts 
about employees that are required by law or that are necessary to manage 
operations. Thus, IBM’s job application forms no longer request previous 
addresses or information on whether the prospective employee has relatives 
working for IBM. Nor does it ask about prior mental problems, convictions 
dating back more than 5 years, or more recent criminal charges that have not 
resulted in a conviaion. 


3 For a more complete discussion of the IBM code, see Frank Cary’s interview, “IBM’s Guide- 
lines to Employee Privacy,” Harvard Business Review, September-October 1976, p. 82. 
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2. Performance evaluations more than 3 years old must be weeded from 
an employee's file. 

3. Employees are entitled to know how filed information about them is 
being used. As IBM Chairman Frank Cary notes, employees should under- 
stand that ‘There's no great mystery about it." 

4. An employee is entitled to see most of the information on file about him 
or her. Only in this way can the employee share in the responsibility for 
accuracy. Of course, there may be some information that management is 
justified in withholding. An example is a confidential discussion of an oppor- 
tunity for promotion that was never given or a boss's personal reactions to 
an unusual request made by an employee. 

5. Personality and general-intelligence tests are not permissible. However, 
aptitude and skill tests may be legitimate, for they give an employer relevant 
knowledge about an applicant’s ability. For example, typing tests may be 
given at IBM. 

The IBM approach is becoming the corporate Sermon on the Mount in 
the privacy field. Companies large and small have espoused it or are consider- 
ing espousing it; Alan F. Westin, professor of public law and government at 
Columbia University, estimates that since the early 1970s about half of the 
Fortune 500 industrial companies have made a strong start in this direction. 

What motivates a company to eliminate the Big Brother nightmare? IBM, 
by tradition a paternalistic company under two generations of the Watson 
family, has always attached great imponance to morale. Also, IBM has been 
proud of its employees' continuing eagerness to reject unions; it wants its 
people to feel that unions are unnecessary. Last but not least, IBM has been 
sensitive to the possibility that its computers could, if business and govern- 
ment so desired, become the means to an Orwellian nightmare. 

Cummins Engine Company, another leader in establishing privacy 
(among other things, Cummins provides its 10,000 employees with an annu- 
al printout of the content of their personnel files and encourages them to set 
the record straight if necessary), has been driven by a strong feeling of 
obligation to reinforce community values and to enhance the area physically 
(as by its donations to Columbus, Indiana, for hiring top-notch architects to 
design new public buildings). Bank of America, another advocate of em- 
ployee privacy, sees a close and sensitive relationship between the ideals that 
move society and the aspirations of private enterprise. Anchored physically 
in certain communities, Bank of America may find it a little easier than many 
companies do to relate its fortunes to the ebb and flow of public perceptions 
about whether it is a good place to work. 



262 Corporations & Their Critics 


Speech 

One of the most daring and controversial trends in business is toward greater 
scope for employee criticism of a company, including whistle blowing. In 
years past, an employee who spoke out against a corporate policy or practice 
that he or she felt to be wrong was almost always penalized. Most business 
executives would have agreed with the legendary riding master in the British 
Cavalry who observed: ‘It’s remarkable how a few days of reflection on his 
errors in the guardhouse can cause someone to keep his heels down and his 
elbows in.” Actually, an employee who criticized management wrongdoing 
was lucky to get the guardhouse; outright dismissal was often his or her fate. 

This tradition may be on the way out. In the spring of 1978 the president 
of the Atlantic Richfield Company, Thornton Bradshaw, sent a letter to its 
50,000 employees, urging them to report to the government any instance of 
chemicals being used that might be a threat to health or the environment. 
While a great many business executives are appalled at the notion of en- 
couraging whistle blowing, Bradshaw’s lead already is being followed by a 
few other companies, and it seems clear that others will join them. 

One big division of the General Electric Co. operates a hot line for 
employees who have questions, criticisms, or worries about wrongdoing to 
report. More than 100,000 calls were received and handled in a year. The 
New England Telephone & Telegraph Co. operates a similar system called 
Private Lines. An employee can remain anonymous, he or she can challenge 
management in sensitive areas like discrimination and dishonesty, and all 
questions are answered promptly, either by the Private Lines staff or by 
company officials. 

The Dow Chemical Company and American Airlines open pages of their 
company publications to employee criticisms and questions. Embarrassing 
letters — accusations of management featherbedding, sham in labor relations, 
stupid supervisory practices — are published. While official responses may not 
always satisfy the critics, there is little doubt that the criticisms are heard, 
sometimes loud and clear. I know of no evidence that critics, when they give 
their names, are penalized. 

Delta Air Lines holds regular meetings with its 28,000 employees in 
various locations where top officials ask workers, after supervisors and fore- 
men have been excused, “What’s bothering you?” Questions can be submit- 
ted anonymously by card. All queries are answered on the spot or as soon 
as possible after the meeting, sometimes on bulletin boards. 

Pitney-Bowes, Inc., has a Council of Personnel Relations that includes 
thirteen employee representatives who are elected for 2-year terms from 
each company division. Meeting once a month, this group fields complaints 
and problems batted from workers to their representatives. Besides bringing 
employee criticisms into the open, the council arranges to solve a good many 



Internal Corporate Decision Making 263 


problems; in some cases, in fact, it has found a solution immediately. The 
company also holds what it calls jobholder meetings. At these meetings, held 
regularly at the main plant locations, top executives listen to employees speak 
out about troublesome problems, ranging from layoff policy to personal 
criticism of management practice. 

The leaders in encouraging a limited right of speech are diverse in tradi- 
tion, attitude, size, and technology. Invariably, however, they are conBdent 
companies. Their managements don’t feel threatened by a little criticism; 
they are willing to learn. If they find that they are wrong, they don’t feel that 
the sun will fail to appear the next morning. 

But more than confidence is involved in the decision to encourage open- 
ness and inquiry. There must also be awareness that suppression of criticism, 
while it may eliminate the symptoms, does not eliminate the feeling of 
trouble or dissatisfaction. And so the managements of these companies have 
been willing to make a trade-off: a loss of calm for a gain in understanding. 
'Tf something is bothering people here,” an executive in one of the compa- 
nies explained to me, ” we won’t make it go away by refusing to hear it.” And 
he added: *‘You know, I feel a lot easier when I hear complaints than when 
I don’t. Because I know they’re there. If I hear them, I may get unhappy, 
and I’ll say to myself, ‘Damn it, that’s not right, they just don’t understand.' 
But you see, I’m getting warned in time. It’s a kind of early warning system, 
you might say.” 

Conscientious Objection 

Developments in employee speech serve as a kind of paradigm for develop- 
ments in the area of conscience. The right to object to an immoral or uneth- 
ical order or request is particularly important to employees. Indeed, 
rightlessness in this area probably troubles more employees more often than 
does lack of free speech, judging from surveys by the Harvard Business 
Review^ 

For unionized employees, the grievance procedure provides a sorely 
needed means of protection. A steel-company worker who was ordered to 
throw pollutants in a river, objected, and was suspended, took advantage of 
the union’s backing and the grievance machinery to get his job back without 
loss of pay. Ralph Nader reports that on more than one occasion employees 
in automobile companies have been protected by their unions after objecting 
to violations of safety standards in production. 

But for all the rest — the nearly 80 percent who do not belong to unions — 


4 For example, see Raymond C. Baumhart, “How Ethical Are Businessmen?” Harvard Business 
we w, July-August 1961, p. 6; Steven Brenner and Earl Molander, “Is the Ethics of Business 
Changing?” Harvard Business Rewew, January-February 197"^, p. 57. 
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life is more totalitarian. One example of the traditional rule is the case of 
Shirley Zinman, a secretary in a Philadelphia employment agency, who had 
to resign when she refused to follow her boss’s directive to monitor tele- 
phone conversations with outsiders without their knowledge. When she 
sought unemployment compensation from the local board, she was denied 
it on the ground that her resignation was not “compelling and necessitous.” 
She appealed to the Pennyslvania Commonwealth Court and, in a 1973 
decision hailed by civil rights leaders, the state board’s decision was re- 
versed. 5 This case is significant for what it does norsay. The liberally inclined 
court does not suggest that Zinman should be reinstated in the agency. 

In business circles, grapevine cases like the following are well known. A 
factory was making plans for expansion. The new general manager went over 
the details with the facilities engineer, an older man who was a few years 
away from comfortable retirement, assuming that he kept his pension. An 
eager-beaver type who wanted to make a good profit showing, the general 
manager insisted that the engineer specify footings and structural-steel 
specifications that were below the standards of good practice. When the 
engineer balked, he was told to choose between doing as he was told and 
losing his job. 

In the great majority of companies, clearly, the rule for employees has 
been “To get along, go along.” Few traditions have so polluted the quality 
of life between the hours of 9 and 5. 

Any company that has some mechanism for criticism and protest, such as 
those mentioned in the section “Speech,” offers a means of protection for 
the conscientious objector. A few have gone further, establishing procedures 
designed for this sort of problem in particular. One such company is IBM. 
Its open-door and speak-up systems both are well suited to the employee 
who, fearing to confront his or her boss, seeks some way of bringing an 
odious problem to the attention of senior people who desire and are able to 
see justice done. 

Conscientious objection is a particularly troublesome problem for compa- 
nies to deal with. In one sense, it spells defeat: who in management wants 
to learn that a supervisor down the line, perhaps one in whom seniors have 
placed great confidence, is taking illegal shoncuts or condoning immorality? 
The more that management sets a standard of perfection for itself, the more 
difficult it may be to face such a question. Only if management is willing to 
recognize and accept its imperfections — to “sin bravely,” as the late Benja- 
min M. Selekman used to say — is it ready to take steps to establish a right 
of conscientious objeaion. 


5 8 Pa. Comm. Ct. Reports 649, 304 A. 2d 380 (1973). 
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T his brings us tu the fourth new right, which is especially significant as a 
way of institutit)nali 2 ing defenses for the conscientious objector. 


Due PrtKCSs 

Xhe etncrgt.nte t)f clue process is a momentous development in corporate 
stK'iety. It means that an htjnest, well-meaning critic can be protected from 
harassment or tiischarge despite the pressure on his or her superiors to 
increase profits. The veteran engineer who questions the safety specifications 
of a reactor is not at the mercy of some middle-management tyrant who has 
been counting t»n keeping costs down by cutting corners. The thoughtful 
supervisor who first questitms the cancer danger of a new chemical process 
is not, like the early Christians, thrown to the lions because his or her message 
displea.ses someone in power. 

A few pitmeering organizations have experimented with informal, nonle- 
gal ‘'courts" for reviewing cases of alleged injustice.^ These courts take the 
complaint before the aggrieved employee would have been been demoted 
or fired. To present his or her case the employee may be entitled to “coun- 
sel," not necessarily atj attorney but at least an articulate executive who can 
represent the (.lefense sympathetically. 

'I'his proceiiure has the advantage of speed. The aggrieved employee 
tltK’sn't grow oUi waiting for a hearing, as may happen in the courts. The 
decision also is educatiotial; it helps to define tolerable and intolerable behav- 
ior for the organization. 

Polaroid (itmp., with abtmt 12,000 nonunionized employees, has a com- 
mittee whose job it is to represent an employee with agrievance. This is done 
in a hearing iK’fore representatives of management. The committee members 
are elected from the ranks. Researchers A. R. Evans and Mark J. Thomas 
reiKtrt that a fair number of management decisions are overruled in the 
hearings. If the tlecision goes against the aggrieved employee, he or she is 
entitled by cotnpany rules to submit the case to an outside arbitrator.^ 

Arbitratitm, traditionally asscKiated with blue<ollar unions and tradition- 
ally concerned with bread-and-butter issues, has an increasing potential for 
use in disputes over employee rights and for disputes involving professionals 
an<l middle management. Managerial unions received a setback when the 
U.S. Supreme Court in 1974 refused to place them under the collective- 
bargaining umbrella, but many observers are convinced that their growth is 
inevitable. Anti while unions have not pushed for civil liberties in their 

'' See, tor tittiitttic, "Oalifornia PrtKlucts, Inc.," EA-A 257, a case printed by the Harvard 
Huskh‘S!I SduKil ill 1957, (The company name is fictional.) 

• Mark j, Thotiias, "Kmployec Omcern Review in the Cxjrporation," unpublished working 
pajHT tor (he Mead dorp. 
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contracts, there is no reason that they should not do so. The Screen Actors 
Guild, for example, has written into its contract a clause prohibiting the 
interviewing of prospective actors and actresses outside an office — in a motel 
room, for instance. 

In the unionized sector, arbitrators have overturned numerous discharges 
by supervisors who would have fired or suspended subordinates without just 
cause. Sometimes such Bill of Rights concepts as free expression, privacy, and 
conscience have been the basis of the arbitrators' rulings. 

Why, says Clyde W. Summers of the University of Pennsylvania Law 
School, shouldn't all employees, unionized or nonunionized, be entitled to 
arbitration? It would be relatively simple for companies to extend the arbitra- 
tion principle to all whom they employ, regardless of the presence and power 
of a local union. Summers writes: 

A body of arbitration law protecting against unjust discipline has existed for 
thirty years. But the harsh legal rule continues to leave a majority of employees 
vulnerable to the most arbitrary, oppressive, and vindictive actions. . . . We 
have arbitrated tens of thousands of discipline cases, finding nearly half to be 
instances of injustice, but we have closed our eyes to the tens of thousands of 
cases of unjust discipline suffered by employees who have no adequate forum 
for obtaining justice. It is time, and past time, to recognize these injustices and 
to provide statutory protection against them.^ 

Another form of due process is the ombudsperson. Like an arbitrator 
without portfolio, the ombudsperson can investigate promptly and hear out 
the principals to a dispute; unlike an arbitrator, he or she must count on 
persuasion or the backing of a senior executive to remedy a situation. In one 
recent case the ombudsperson of a large scientific organization investigated 
complaints that a manager was making sexual forays on his secretaries. After 
verifying the complaints by obtaining depositions from several secretaries 
who had been fired after resisting him, none of whom knew the others, the 
ombudsperson brought the evidence to the head of the organization, who 
talked with the manager the next day and obtained his resignation. 

At Donnelly Mirrors in Holland, Michigan, an astonishingly successful 
David among Goliaths in the automobile-supply industry, due process takes 
the form of an employee board elected by the workers, each board member 
having his or her own “constituency." At Puget Sound Plywood, Inc., in 
Tacoma, Washington, the board of directors itself, all of whose members are 
elected by popular vote in the company, takes up cases of alleged unfair 
treatment, hearing “plaintiflF" and “defendant" right in the boardroom if 


8 Clyde W. Summers, “Individual Protection against Unjust Dismissal: Time for a Stamte,” 
Virginia Law Review, vol. 62, 1977, p. 481. 
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necessary. Both systems seem to have been successful in achieving their goals 
of fairness and justice. 

Too few companies have experimented with procedures that give subordi- 
nates a fair chance to prove their complaints. Far too many have rested on 
such flimsy alternatives as a part-time personnel executive or a vice president 
** whose door is always open/' methods that maybe effective but generally 
are not because the investigator is allied, or appears to be allied, with the very 
bosses whose decisions are being questioned. Due process calls for highly 
committed investigators, usually full-time people, whose commitment is not 
to persons, or to authority, or even to corporate profits, but first of all to 
seeing that equity is achieved. 

Most of the companies that have taken initiatives to establish due process 
are nonunion concerns. This seems surprising, for if a company has, say, 20 
percent of its workforce under a due-process procedure, one would think that 
it would be logical to give the same benefit to nonunion employees. In 
actuality, I suspect that the union has little to do with the decision. Industry, 
location, technology, and corporate size may have little to do with it either. 
The big question is how management perceives the corporate purpose. Is the 
corporation seen exclusively as an economic agency committed to producing 
goods and services at a profit? Or is it seen as a socioeconomic agency for 
bringing people together, with all their foibles as well as their talents, to 
produce goods and services at a profit and in a personally satisfying way? 

CONCLUSION 

Organizations in our society have become “they," and individuals have 
become “we.” Consequently, it has become possible to berate corporadons 
as if they were lives unto themselves — a tendency that cannot be regarded 
as healthy. Many good explanations might be advanced for this division 
between we the people and they our organizations, but the phenomenon 
indicates that a serious value conflict exists between organizational and pri- 
vate life. 

When we report to work at the average company, we, as employees, are 
supposed to leave our esteemed rights behind. Is it any wonder, therefore, 
that we suffer from a kind of national schizophrenia, from a lack of value 
communication between our organized institutional lives and our private 
lives? No matter how well-lighted, well-paying, safe, and efficient, the aver- 
age plant and office become vaguely repressing and depressing in ways that 
cannot be explained simply by the unpleasanmess of having had to get out 
of bed to go there. 

By Americanizing our corporations, we may produce no magic increases 
in productivity and performance, although preliminary experience suggests 
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that gains will indeed be made. But by erasing a subtle division in our culture 
which makes us rights holders at home and in the community and puppets 
in the plant and of&ce, we could reduce an important cause of ambivalence 
in our outlook. We could become whole. 

In addition, there is a practical logic for employee rights in a market 
economy that is hard to refute. It has never been stated better than by the 
late Zachariah Chafee, Jr., of the Harvard Law School. Speaking two decades 
ago, Professor Chafee was discussing the right of employee speech in particu- 
lar, but his observations apply equally to due process, conscientious objec- 
tion, and privacy. He said: 

Now, if into this delicate process [of decision making in a corporation] be 
injeaed threats of penalties for the expression of views which are unacceptable 
to superiors, the powerful emotion of fear impedes the process at every point. 
The multitudinous sources of impressions upon the minds of members of the 
enterprise begin to dry up. Ideas no longer come to them. Or if they do, their 
entrance into minds is impeded by the barriers of anxiety. Everybody down the 
line ceases to ask the vital questions, “Do I believe this as a fact?’' “Is this course 
of action good or bad for the enterprise?” Instead, everybody asks, “Is this 
illegal or disloyal or liable to hun me in some way which perhaps I can’t 
precisely foresee?” The prevalent attitude becomes, “We must be neither good 
nor bad — we must be careful.”^ 


9 Unpublished address, June Conference of the Management Training Program, RadclifFe 
College, Cambridge, Mass., June 11, 1955. 
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I fall a very natural heir to a sincere concern about business’s responsiveness 
to society. Henry Beers, who led Aetna Life & Casualty two decades ago, 
made one of the earliest statements of the doctrine of corporate social respon- 
sibility when he urged business people to give tithes of their time as well as 
their money for the public good. He was particularly insightful when he 
suggested that the survival of our economic system may well hinge on the 
extent to which business practices good citizenship. My immediate predeces- 
sor shared this conviction. Surrounded by some of the nation’s most serious 
urban riots in the mid-1960s, Olcott Smith put our company among the 
leaders in a fight to correct social inequities and to revitalize the spirit and 
the face of our troubled city of Hartford, Connecticut. 

Throughout this period our company and most others viewed social re- 
sponsibility as an important but separate pursuit, to be taken care of largely 
by charitable gifts and community programs. Such programs have been valua- 
ble and have been welcomed by those who have benefited from them, but 
business must do far more. I believe that we must bring social responsibility 
into our day-to-day operations and make it a part of business decisions. 

Charitable activities, while still vital, are a very small pan of what most 
large corporations can and should be doing as responsible members of our 
society. The real test of the responsiveness of corporations to society is how 
they are doing in their basic business to meet the needs of society as well as 
of their customers. 

Trying to bring corporate resources to bear on social issues is a matter of 
pressing urgency for each of us. We are likely to regret it bitterly in future 
years if we leave this job to others. As we do affect society, and by that I mean 
people, in a great variety of ways, we obviously have the power to impact 
on their lives if we wish to do so. Justice, equality, recognition, freedom, 
mobility, and self-determination are unevenly distributed in the United 
States today, and corporate America can either do something about the 
inequities or be required to do something. We, individually or colleaively, 
cannot solve all these problems, but there are some aspects of most of them 
that we can influence for the better. 

I am not suggesting that we focus the total power of the corporate com- 
munity on curing all our nation’s social ills. I suggest, rather, that each 
corporation give attention to the social consequences of each of its aaivities 
and, further, that each corporation examine its own special characteristics, 
strengths, and particular areas of interest and plan how it may best contribute 
to the fulfillment of one or more unmet public needs. 

I’m not talking about the very big-ticket items, such as environmental 
protection. These must be handled in large part through the regulatory 
process as long as ours is a competitive business economy. Rather, I’m talking 
about the myriad other issues, ranging from the redesign of training pro- 
grams to the imaginative employment of the corporate contributions budget, 
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to making sure that our customers receive what we promise, and to participat- 
ing in community development projects. 

SETTING SOCIAL GOALS 

If we are to do all this successfully, corporations must set social goals just as 
they set business goals. Setting business goals has never been simple, but 
setting corporate social goals is far more difficult. With traditional corporate 
goals, participants have a common understanding of overall objectives. They 
agree that such things as market share, cash flow, profit growth, quality of 
product or service, return on invested capital, and the like are legitimate 
values to seek. The differences of opinion among our managers in these areas 
are likely to have reasonable boundaries. We are experts dealing with ex- 
perts, and fortunately the more senior we are, the more expert we are 
believed to be, so that disagreements get resolved and decisions are reasona- 
bly well accepted. 

When it comes to social goals, none of us has much qualification or 
experience. There is no common understanding of what social values corpo- 
rations should seek. And those set on doing something for the public good 
seldom have enough conviction that they are right to overrule the objectors, 
the doubters, and the potential second-guessers, not to mention the vigorous 
proponents of other corporate goals that seem, on occasion at least, to conflict 
with social progress. 

Because social goal setting is so new, so different, and so difficult at this 
point, I believe that for now it must be primarily a role of the chief executive. 
The average manager is conditioned by training and incentive programs to 
view profit as the solitary goal. Few managers view the pursuit of social goals 
as necessary to personal success. Therefore, it is up to the chief executive to 
move the message downward, first through senior management and then into 
the middle and lower levels of the organization. This must be done as an 
exercise not of autocracy but of leadership. 

Effective social goal setting cannot be mandated in any organization, just 
as we found that legislating civil rights did not go very far toward changing 
the attitudes of a vast majority of people. I do not believe that we can tell 
managers that they must place a set number of social goals in their business 
plans each year and expect those goals to be pursued. It is more effective, 
instead, to create a climate in which managers willingly and thoughtfully 
place such goals in their plans. It has recently been my role to encourage our 
senior people to see that the social problems they can address creatively 
through their operations are considered when preparing annual plans and 
that a like amount of thought be given to addressing people problems as is 
given to addressing profit problems. Anyone reading our company’s annual 
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business ttKiay wouki find a sprinkling of social goals mixed in with the 
traditional profit ohjfctives. We have not, of course, addressed all the social 
problems that we are able to affect, but we are doing more than we were a 
few years ago. and we will be doing still more in the years ahead. 


AETNA’S PROGRAM 

To set anti carry out stnial goals, managers must become educated and 
sensitized to the needs of the community. In our company we have a formal 
prtigram which tracks the community and social service activities of our top 
sixty or st) people, those at the vice-presidential level and above. We know 
wht) is or has been invtdved in which activities. If the community needs the 
partictilar expertise of one t)f our executives, we are able to find someone 
with the ttecessary knowledge or interest to do the job. In a sense, we act 
as a broker to get the right people into the type of community service in 
which they can make the greatest contribution and reap the greatest benefit. 

This activity meets ctmimunity needs, but it helps our organization as well. 
Very often such assignments are gtxxl developmental opportunities for our 
executives. The executives are prepared for higher-level positions in which 
they will have increased ct>ntact with the public. But more important, these 
outsitle assignments .sensitize them to the community and its needs. We don’t 
want our senior people sitting in comfortable offices thinking that they know 
what the public wants from us. We want them out there once in a while, 
hearing ahtut prt»blems from the people themselves. 

One of the most recent and important examples of how such a program 
works concerns the issue of personal privacy, one of vital importance to an 
insurance organization. In 1975 our company president, William O. Bailey, 
was asked to serve on the Privacy Protection Study Commission in Washing- 
ton. Hill Hailey was selected because of his interest in the privacy issue. He 
came away with heightened awareness of the erosion of privacy in our 
information stKiety and with the firm belief that our company should take 
a leading position in doing whatever it can to assure the privacy of employees 
and customers. 

As a result of Bailey's service on the Commission, our company expanded 
its privacy-protection principles for employees, and it implemented a pro- 
gram to protect the privacy of our 4.5 million individual policyholders. In 
this program we voluntarily complied with nearly all the Commission s 
recommendations regarding insurance. 

This program, which we believe to be the first in our industry, is costing 
us time anti money, but we consider that the advantages of adopting it and 
of doing so voluntarily far outweigh the negatives. These privacy measures 
give us an opportunity to shape the direction of change, to demonstrate that 
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voluntary compliance can occur and that it can be more desirable than gov- 
ernment regulation. Further, we believe that voluntary actions of this type 
demonstrate to the public and to legislators that business will take a responsi- 
ble leadership position on important issues when it can make a meaningful 
contribution. 

I referred earlier to the fact that one reason that social goal setting is so 
difficult is that few of us have the expertise to determine the direction for 
appropriate social goals. In an effort to develop this type of expertise within 
our organization, we have created a staff to analyze public-policies issues. Its 
assignment is to improve our ability to anticipate emerging issues, to analyze 
them, and to recommend a response before the initiative is taken from us. 

One doesn’t have to be a student of our industry to know that the afforda- 
bility of automobile insurance is a serious social issue. Therefore, the first 
effort of this staff, undertaken before it was formally constituted, was to 
examine the affordability problem from an independent perspective that 
questioned the assumptions of the industry, its critics, and the public. We are 
now studying the staff report on affordability. It is being discussed and 
refined, and recommendations in some areas are being implemented. What 
is most important is that our company now has a clearer understanding of 
who is hurt most seriously. We know as the result of opinion surveys what 
the public dislikes about our practices. In short, we have direction. We have 
a better idea today than we did a year ago as to how we can go about 
alleviating this problem. If we are to stay in the automobile insurance busi- 
ness as we know it, we will have to do something. 

It is important to realize that the setting of social goals is done with mixed 
motives. Goal setting is not merely a moral or an altruistic pursuit, but it 
seems to me that it is perfectly legitimate to try to accomplish some worth- 
while social goal even though at the same time we bring about some favora- 
ble influence on our corporation. We must not overlook the fact that our 
primary function of producing quality goods and services while producing 
a reasonable profit cannot long be ignored. By the same token, we cannot 
make this objective our sole purpose and expect to continue earning a reason- 
able profit. 

EQUAL EMPLOYMENT 
OPPORTUNITY AND CAREER 
DEVELOPMENT 

I’ve dealt thus far with the voluntary setting of social goals. Sometimes we 
are not so fortunate as to choose our social goals, usually because we fail to 
pursue them ourselves. An example is the enactment of civil rights legislation 
and the ensuing equal-employment-opportunity standards under which we 
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all operate. Equal employment opportunity was imposed upon us, but this 
does not mean that business cannot voluntarily find creative ways to achieve 
equality as quickly and as genuinely as is possible. I might add that failure 
fully to develop and utilize all employees is a waste of a corporation's re- 
sources. Such a course satisfies neither morality nor economics. 

To assure that our company’s affirmative-action objectives are met and, 
most important, are met willingly, we began in 1974 a series of workshops. 
The first was a day-long session for managers and supervisors that tried to 
make them aware of their erroneous assumptions about women and members 
of minority groups. These workshops tried to deal with the lack of dialogue 
between managers and their female or minority-group subordinates. They 
encouraged managers to focus on developing these people in the same way 
in which they had developed white males in the past. 

The following year we introduced a program to complete the dialogue. 
It consisted of a series of 3 -day workshops for women and a similar series for 
minority employees that were designed to help them evaluate their own 
attitude toward their careers and set personal and business goals, even if this 
meant the setting of goals that did not include Aetna Life & Casualty. 

These workshops received an overwhelmingly favorable reception from 
the participants, but progress is perhaps better measured by the fact that 
almost half of the minority employees and approximately 40 percent of the 
women who attended have since been promoted. Another interesting statis- 
tic is that termination rates are much lower for the 1500 employees who have 
participated thus far than for those who have not. 

While the workshops have been effecdve, they have also shown us that 
good intentions are not enough without a working knowledge of equal- 
employment-oppormniry laws throughout the organization. To provide this 
for our managers, we began in 1979 another series of workshops with 
emphasis on the law as well as on managerial attitudes. Every manager and 
supervisor in our company was scheduled to participate in this program. 

Corporations have given considerable care to equal employment oppor- 
tunity largely because government abruptly brought management’s attention 
to the matter. However, we must be equally concerned about all our people. 
As corporations tend to become more complex and monolithic, it has become 
easier for individuals to feel powerless in the face of unknown or changeable 
forces. The individual has primary responsibility for his or her future, but 
corporations also have a responsibility to create an environment conducive 
to career growth, to provide realistic information about opportunities and 
career paths, and to offer opportunities for training. 

Recently we took some steps in this area with a series of career-develop- 
ment workshops for all employees, thus rounding out the program. We have 
a special session for supervisors to assist them in helping their employees plan 
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rewarding careers. With career planning we hope to give our people an 
opportunity to take charge of their lives. I believe that this program strength- 
ens them. It also benefits the company because helping people take care of 
themselves is far less costly and more rewarding than taking care of people 
throughout their working lives. 

SUMMARY 

In these and other ways our company has strengthened its commitment to 
making social goals a part of our business practices. We have found it a 
terribly complex and frustrating task that will not be completed over the 
short term. However, along with the frustrations there have appeared en- 
couraging signs that may make the going somewhat easier in the future. 
Among these signs is our company's satisfactory level of earnings, which 
places us in a very respectable position within our industry. I believe that 
over the last few years we have proved at least that social and financial goals 
can be pursued together. While there are those who may disagree, I believe 
that our company s pursuit of social goals has had a measure of influence on 
attaining its financial goals as well. 
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